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FINANCIAL RIGHLIGHTS
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Fellow Shareholders-

Record Year.
Your Company achieved record performance in nearly every respect during its

80th year of business. We set forth in December of 1998, in conjunction with
our public stock offering, to transform ourselves into a dynamic, growth-
oriented retail bank. | am pleased to report to you that we are making good on

that promise. We have attained growth in core earnings in each of the past
four years. Highlights this year include a 25% increase in non-interest income,
fueled principally by a 40% increase in mortgage revenues and a 32% increase
in retail banking fee income. Strong growth in these areas boosted earnings per
William A. Donius share 37% above last year.
Chairman of the Board,
President and Chief Executive Officer
The stock market rewarded us with a significant share price appreciation of
approximately 19% that was somewhat less than the 37% gain in earnings per
Buﬂﬂdﬂng share. The company remains on solid financial footing with approximately 9%

van[w@ capital, putting us in good stead should a more difficult economic environment

Through

Growth  than most financial companies should the economy weaken.

develop in the near term. In addition, since our portfolio of loans is comprised
almost entirely of single-family residential mortgages, our inherent risk is less

Focus.

The St. Louis marketplace has seen a great deal of consolidation over the past
several years with large, out of state banks dominating the banking scene. We
believe that fewer small and local retail banks competing for the retail banking

relationship will translate into an increasingly important advantage for us.
Pulaski is the only banking institution entirely focused on serving the needs of
the retail consumer in our marketplace, creating an important competitive
marketing advantage. We have developed a reputation over the past 80 years
of providing excellent customer service. We plan to build on these past
successes in the customer service arena as we move forward into our 81st year.
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We are now
positioned as 2
retail-driven,
consumer bank...

Strategy.

Our focus on generating non-interest income, a
strategic move made several years ago to become
less reliant on interest rate swings, is paying off.
We are now positioned as a retail-driven,
consumer bank with four principal products:
mortgage loans, home equity lines, checking
accounts and money market accounts.

In today’s increasingly competitive marketplace,
each of these products must be "best in class”
for us to be successful. | believe Pulaski will
continue to be a leader in providing these
products and services to the St. Louis consumer.

Mortgage Originations.

We remain focused on becoming a large-scale,
large-volume mortgage loan originator. With the
majority of these loans sold into the secondary
market, we forego the servicing of these foans in
exchange for picking up the additional non-
interest income. This practice has proved to be

a good one, as we have experienced multiple
refinance periods over the past several years,
supporting our decision to primarily originate, and
not service, these mortgage loans. We continue
to carefully select the loans we will retain based
on stringent risk-reward factors.

As an added benefit to our mortgage origination

strategy, we have been able to concentrate on
building our team of mortgage loan officers
so that we can continue to expand our

sales production.

Home Equity Lines Of Credit.

Home Equity Lines of Credit are important to our
strategy as they fit so well with first mortgage
loan originations. By selling equity lines of credit
to select customers at the time of the first
mortgage application, we essentially originate
two loans for the price of one. This reduces costs
and improves our efficiency. Customers have
responded favorably by taking the product more
than half of the time when offered. Equally
important, we offer home equity lines of credit
to only the most credit-waorthy customers. This
portfolio has performed very well over the year.

Moreover, we view this product as relationship
building, since customers maintain a high degree

of involvement. Home equity lines are appealing
because they adjust with the prime rate and
generally carry a higher yield than first mortgage
loans. The re-pricing characteristic of this asset
has helped to improve our balance sheet.




Checking Accounts.

Checking accounts are the cornerstone
relationship account in retail banking. We
continually strive to expand the core deposits of
the Company by adding customer relationships
with this product. The strategic payoff is an
increasing number of customer households that
we can target for our other banking services as
well as an increase in the fee income derived from
checking accounts.

Money Market Accounts.

Money Market accounts are a natural offering for
a bank focused on serving the needs of the
consumer. The product fits especially well for us
as we have a need to take in increasingly larger
deposits to fund the increasing balance of our
Home Equity Line product. The net result is that
we have shortened the re-pricing period of this
liability to match the fast re-pricing nature of the
home equity product. Interest rate changes affect
both products essentially evenly.

Growth.

2002 represented another solid year of growth.
Mortgage revenues increased by 40% and the
refinance period during the year validated our
strategic focus on mortgage loan originations.
We avoided the headaches experienced by large
mortgage servicers and portfolio lenders who
were confronted with substantial payoffs that
reduced their portfolios. By continuing to recruit
and retain the best residential loan officers in the
area, we finished calendar 2001 as the second
largest mortgage iender in St. Louis, despite being
a relatively smal! community bank. We continue
to build strong relationships with local real estate
agents and builders who, in-turn, refer new
business. We were careful not to let our focus
shift to refinancing customers at the expense of
those looking to purchase new homes.

We accomplished strong growth on the retail-

banking front as revenues increased 32% in this
sector over last year. We continue to win over
additional checking account households in our
market, which allows us to expand our customer
base and ultimately results in higher income. In
fact, we saw demand deposit account balances
increase 18% over the past year. Checking
accounts are not only a source of retail banking
income but also help lower funding costs, thereby
allowing for greater interest rate spreads. Core
customer deposit accounts currently make up
48% of our deposit mix, replacing the previous
heavier emphasis on time deposits (certificates
of deposit).

Our Home Equity portfolio grew 94% to $55.4
million from $28.6 million in outstanding balances
last year. This asset continues to replace the
consumer loan portfolio, which we have
de-emphasized and allowed to diminish. The
home equity product line, a prime-adjusting asset
with a single-family residence as collateral, is a
better asset.

Our improved balance sheet allowed us to earn
15% more net interest income over the prior
year. This was accomplished by the increasing
composition of core deposits on our balance
sheet, combined with our ability to lower rates
on the liability portion of our balance sheet faster
than on the asset portion.

Superior, Incented Workforce.

The Company would not be able to record these
impressive gains over the past few years if it
were not for dedicated employees who take a

@ PULASKI FINANCIAL CORP. 2002 ANNUAL REPORT
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Employees

are pleased
to be part of a
winning team...

great deal of pride in their company.
Approximately a dozen employee recognition
programs have been implemented to reward
superior performance and help build morale. Both
management and peers select the recipients of
these rewards.

We continue to instill a strong sales culture at
Pulaski Bank. By implementing a "pay for
performance” appraisal performance evaluation
process for the past four years, we have been
able to retain and motivate top-performing
employees. The Company also has developed
sales incentives in every applicable area with loan

officers fully compensated on a sales resuit basis.

Employees are pleased to be part of a winning
team and their motivation makes sense, as the
ESOP (Employee Stock Ownership Plan) is the
single largest shareholder of the Company. Their
commitment is equally noticeable in a turnover
ratio that has been cut in half over the past year
four years. The result is an improvement in the
Company's efficiency ratio to 56% from 61%
last year.

Outlook.

We plan to continue to operate the Company in
the safe and sound tradition that has been a
hallmark of the past. We believe that we can
accomplish solid double-digit growth in earnings
per share in fiscal 2003. The ample capital level
gives us flexibility as we continue to grow the
Company in the years ahead. Future growth

should allow us to generate an improving return
on equity as we put our ample capital level to
work for improving earnings. We plan to open a
new bank branch office in early spring in O'Fallon,
Missauri. We are optimistic that we will be able
to rival the successes, in this fast growing part of
the St. Louis metropolitan area, with the results
of St. Charles bank branch that opened in 2000.
We are also optimistic that our new loan
production office in Kansas City will help us
achieve our mortgage lending targets in the

years ahead.

Energized.

| am proud to lead a team that is competent,
energetic and motivated. The efforts of hard-
working management and employees have,
together, been pivotal in helping us move forward.

If you don't already, | invite you to bank with us
and, to those of you who do, thank you. | also
want to thank our shareholders who have shown
the confidence in us that your investment
represents. We will continue working hard to
retain your trust and confidence.

Sincerely,

William A. Donius
Chairman and CEQ
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BUSINESS OF THE COMPANY

Pulaski Financial Corp. {the "Company") is the holding company for Pulaski Bank {the "Bank").
The primary business of the Company is the management of the business and affairs of the
Bank. The Company has no significant liabilities. The Company neither owns nor leases property,
but instead uses the premises, equipment and furniture of the Bank. Accordingly, the
information set forth in this report, including the consolidated financial statements and related

financial data, relates primarily to the Bank.

The Bank is a community-oriented retail financial institution that provides traditional banking
services within the Missouri counties of St. Louis, St. Charles, Franklin and Jefferson, and the
City of St. Louis. The Bank also has lending operations in the Kansas City, Missouri- metropolitan
area. The Bank is engaged primarily in the business of attracting deposits from the general
public and using these and other funds to originate one-to four-family residential mortgage
loans, home equity loans, commercial real estate loans and consumer loans within the Bank's
lending market area. The Bank is an approved lender/servicer for the Federal Housing
Administration and the Veterans Administration, as well as for the Missouri Housing
Development Commission (a government agency established to provide home buying

opportunities for low income first time home buyers).

The Bank is requlated by the Office of Thrift Supervision, its primary federal regulator, and the
Federal Deposit Insurance Corporation, the insurer of its deposits. The Bank's deposits are
federally insured by the FDIC under the Savings Association Insurance Fund. The Bank is a
member of the Federal Home Loan Bank System, America's Community Bankers, the Missouri

Banker's Association and the Mortgage Banker's Association of St. Louis.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GENERAL

Management's discussion and analysis of financial
condition and results of operations is intended to assist
in understanding the financial condition and results of
operations of the Company. The information contained
in this section should be read in conjunction with the
consolidated financial statements and accompanying
notes contained elsewhere in this annual report.

This report contains certain "forward-iooking
statements” within the meaning of the federal securities
laws, which are made in good faith pursuant to the
"safe harbor" provisions of the Private Securities
Litigation Reform Act of 1995. These statements are
not historical facts, rather statements based on the
Company’s current expectations regarding its business
strategies, intended results and future performance.
Forward-looking statements are generally preceded by
terms such as “expects,’ "believes,’ "anticipates,’
“intends" and similar expressions.

Management's ability to predict results or the effect of
future plans or strategies is inherently uncertain.
Factors which could affect actual results include
interest rate trends, the general economic climate in the
market area in which the Company operates, as well as
nationwide, the Company's ability to control costs and
expenses, competitive products and pricing offered by
competitors, loan delinquency rates and changes in
federal and state legislation and regulation. These
factors should be considered in evaluating the forward-
looking statements and undue reliance should not be
placed on such statements. The Company assumes no
obligation to update any forward-looking statements.

OPERATING STRATEGY

The Company operates as a progressive, community-
oriented unitary thrift holding company. lts business
consists primarily of the operation of its wholly owned
subsidiary, Pulaski Bank. The Bank differentiates itself in
the St. Louis market with its consumer/retail focus,
while most banks in the market aggressively pursue
commercial business. The Bank attracts deposits from
the general public to finance one-to four-family
residential mortgage loans, home equity, commercial real
estate and consumer loans originated by the Bank. Since
the Company, through its predecessor, became a publicly
held company in 1998, management has implemented
strategies designed to enhance the earnings of the
Company while maintaining its strong capital position. In
addition, the Bank strives to provide superior service to
its customers.

The Company's current strategy is to lower funding
costs, increase fee income, improve operational
efficiencies and add higher yielding assets to the
balance sheet with the goal of growing earnings. A
cornerstone product of this strategy is the "High
Performance Checking Account! The goals of the multi-
faceted retail marketing campaign are to: (1} increase
both the number and percentage of transaction
accounts to total deposits, thereby decreasing the
Bank's cost of funds, (2) increase fee income through
service charges and miscellaneous fees levied on
checking accounts and (3) add new customer
relationships to the Bank, providing a larger customer
base for additional product sales.

The Bank has taken steps to enhance fee income by
structuring its lending department to function as both a
portfolio lender and as a mortgage broker to benefit
from the fee income produced by selling loans into the
secondary market. Most of the revenues in this area
stem from loans sold to the secondary market on a
servicing released basis. The loans are typically held as
assets for less than 60 days allowing the Bank to
increase its interest earning assets while maintaining
assets with shorter durations. This practice increases
the Bank's lending capacity and allows the Bank to more
effectively manage its profits since it is not required to
predict the prepayment, credit or interest rate risks
associated with retaining either the loan or the servicing
asset. This strategy also allows the Bank to be selective
in its growth of portfolio loans by selecting the most
attractive investments. The Bank's controlled risk
strategy has allowed the Bank to optimize the yield/risk
tradeoff on these portfolio loans. In conjunction with a
first mortgage loan, the Bank offers its customers a
home equity line product at the point of sale. This
strategy leverages the relatively large number of first
mortgages it originates by offering a second,
relationship-oriented product in tandem with the first
mortgage origination. The home equity product is tied
to the prime rate, allowing for a more consistent
portfolio earning asset and improved interest rate

risk management.

The Bank has also taken steps to increase net interest
income by utilizing a plan designed to lower funding
costs on depaosits. The pricing strategy reduces costs
from renewing certificates of deposit through
disciplined use of a pricing model that allows the Bank
to evaluate all pricing decisions for depository products
on a return on equity basis. The Bank's strategy includes
the use of an MCIF (master customer information file)
and a "President’s Circle” program to carefully evaluate




customer activities with the objective of both
optimizing customer relationships and minimizing
customer withdrawals. The Bank successfully initiated
an advertising campaign, "the Big Bertha Money Market
Account,” to attract money market accounts. Since loan
demand far exceeds the Bank's current ability to
generate an equal amount of retail deposits, the Bank
has deployed state of the art pricing models for both
deposit and Jending pricing. The models assist
management in originating higher loan volumes while
meeting targeted returns on equity.

The Bank has upgraded its retail delivery infrastructure
to make it easier for customers to do business with the
Bank as well as attract new customers to the Bank.
These steps include the replacement of the Bank's
Bayless office location in 2001 with a superior facility.
In fiscal 2000, the Bank added a new branch office in a
more dynamic growth area in St. Charles County,
Missouri, and expanded the parking and drive-up
facilities at its largest branch in the revitalized South
City section of St. Louis. In fiscal 2002, the Bank
purchased land in O'Fallon, Missouri where it plans to
open a sixth full service branch in the spring of 2003.
The Bank has deployed a model to provide for more
efficient staffing decisions in the branch offices. The
model integrates historical retail bank transaction levels
with industry specific time and motion studies to
predict desired staffing levels in each of the branches,
for each day of the week.

CRITICAL ACCOUNTING PQOLICIES

The Company has established various accounting
policies, which govern the application of accounting
principles generally accepted in the United States in the
preparation of our financial statements. Our significant
accounting policies are described in the footnotes to
the Consolidated Financial statements. Certain
accounting policies involve significant judgments and
assumptions by management that have a material
impact on the carrying value of certain assets and
liabilities; management considers such accounting
policies to be critical accounting policies. The judgments
and assumptions used by management are based on
historical experience and other factors, which are
believed to be reasonable under the circumstances.
Because of the nature of the judgments and
assumptions made by management, actual results could
differ from these judgments and estimates that could
have a material impact on the carrying values of
assets and liabilities and the results of operations of
the Company.

The Company believes the allowance for loan losses is a
critical accounting policy that requires the most
significant judgments and estimates used in the

preparation of the Consolidated Financial Statements.
Refer to Footnote 1 to our Consolidated Financial
Statements, "Accounting Policies’, for a detailed
description of our estimation processes and
methodology related to the allowance for loan losses.

FINANCIAL CONDITION

Total assets at September 30, 2002 increased $804
million, or 27.9%, to $369.2 million from $288.8 million
at September 30, 2001. The increase in total assets was
primarily attributable to increases in loans held-for-sale,
loans retained , premises and equipment and other
assets, partially offset by decreases in investment and
mortgage-backed securities and cash.

Loans held-for-sale increased $59.1 million or 155%, to
$97.2 million at September 30, 2002 from $38.1 million
at September 30, 2001. The increase was a reflection of
the higher volume of loan originations, due in part to
lower prevailing rates compared to the prior year. These
balances represent loans closed in the name of the
Bank, but are committed in advance of closing to be
sold to investors. Since these loans are pre-sold at a
pre-determined price, the Bank is not subject to
changes in the future value to be received upon delivery
of these loans to investors as a result of changes in
interest rates. The Bank generally receives proceeds
from the sale of these loans to investors within 60
days of loan closing and benefits from interest income
while awaiting sales delivery.

Loans receivable increased 11.5%, or $23.5 million, to
$227.6 million at September 30, 2002 from $204.1
million at September 30, 2001. The growth was primarily
attributed to growth in the balances of home equity
loans of $26.8 million, commercial real estate of $7.2
million and residential real estate of $2.0 million, which
was offset by a decline in consumer automobile loans
of $6.3 million and increases in the allowance for loan
losses of $709,000 and loans in process of $5.7 million.
Home equity loans are approved for qualifying
borrowers in conjunction with the first mortgage loan
application. The growth in prime-based adjustable home
equity loans is a strategic objective, and the large
volume of mortgage loans originated during the year
provided greater opportunities to cross-sell this product
to customers. The growth in commercial real estate
loans is attributed to the Bank's strategy to develop a
commercial real estate lending division that
conservatively invests in only high quality commercial
real estate loans. The Bank has developed a strategy to
pursue commercial participations with the 24 smaller St.
Louis banks as well as to use existing loan staff to
explore commercial opportunities through the residential
lending relationships. Portfolio mortgages were relatively
unchanged while consumer loans declined as a result of

®)




prepayment, amortization and borrower refinancing.
Growth in loans in process is attributed to an increase
in unused commercial lines of credit.

Premises and equipment increased 62.0%, or $2.3
million, to $6.0 million at September 30, 2002 from $3.7
million. The growth stems from investment in the Bank's
retail infrastructure, including the remodeling of the
29,000 square foot home office which was built in
1978, the purchase of the St. Charles office, which was
formerly leased, and the purchase of land and a building
in O'Fallon Missouri, which will be the location of a
second office in the dynamic growth area in St. Charles
County. The renovation of the home office significantly
expanded the capacity of the building and also provided
an enhanced retail customer environment.

Other assets increased $500,000 to $7.6 million at
September 30, 2002 from $7.1 million at September 30,
2001 as a result of a $295,000 increase in bank-owned
life insurance and changes in various prepaid expenses
and accounts receivables. The insurance policies were
purchased as a strategy to offset future costs of
employee benefits.

Cash and cash equivalents decreased 14.3% to $11.2
million at September 30, 2002 from $13.0 million at
September 30, 2001, due to a lower balance of
overnight deposits. Cash balances are maintained in
demand deposits and overnight investments to meet the
needs for loan funding, stock repurchases, withdrawals
from deposits, and general operating needs. The Bank
invests excess cash liquidity in overnight deposits with
the FHLB and during periods when the Bank has
increased loan demand, the balance of cash

liquidity declines.

Investment securities decreased $1.1 million to $4.9
million at September 30, 2002 from $6.0 million at
September 30, 2001. The decline in investment securities
was primarily attributable to the maturity of $1.7
million in investments held to maturity. Proceeds from
the investments were used to repurchase the Company's
stock and increase investments in other equity
securities, which increased $636,000 to $2.0 million at
September 30, 2002 from $1.3 million at September 30,
2001. The equity investments consist entirely of equity
of other financial institutions that meet the Bank's
investment criteria. The Company's investment policy
limits holdings in other financial institutions to less
than 5% of outstanding shares.

Mortgage-backed securities decreased $3.8 million to
$75 million at September 30, 2002 from $11.3 million at
September 30, 2001. Increased principal repayments
stemming from the low interest rate environment and

scheduled amortization accounted for the decrease.
Total liabilities increased $78.9 million to $336.7 million
at September 30, 2002 from $257.8 million at
September 30, 2001. The increase in total liabilities was
primarily attributable to the increase in borrowings and
deposits. Borrowings increased $61.8 million to $116.8
million at September 30, 2002 from $55.0 million at
September 30, 2001. The increased borrowings relate to
the addition of short-term advances, which primarily
mature within a week of origination, which were used
to fund the Bank's loans held for sale balances.

Deposits increased $11.6 million, to $201.3 million at
September 30, 2002 from $189.7 million at September
30, 2001. The growth occurred primarily in the low cost
checking and passbook accounts. The balance in
checking accounts increased 21.9% to $27.3 million,
while the balance of passbook accounts increased
10.9% to $275 million. Certificates of deposit ("CDs")
and money market account balances also grew 3.2%
and 1.8%, respectively, to a balance of $104.5 million
and $41.9 million. During the year, management replaced
approximately $175 million in higher cost CDs through
the issuance of short term (3 month to 1 year) brokered
CDs. The brokered CDs were issued at the end of the
year due to liquidity needs and management's desire to
fund the growth in the loans held-for-sale. At
September 30, 2002 the Bank's weighted average rate
on deposits had declined to 2.06% from 3.47% at
September 30, 2001.

Due to Other Banks increased $4.0 million to $12.5
million at September 30, 2002 from $8.5 million at
September 30, 2001. This amount represents unremitted
payment for bank and cashier checks issued on
September 30, 2002 and the increase represents an
increase in check activity on the final day of the fiscal
year end. In the normal course of business, settlement
for amounts due to other banks is made the following
business day.

Total stockholders' equity increased $1.6 million to
$32.6 million at September 30, 2002 from $31.0 million
at September 30, 2001. The increase was due primarily
to growth in retained earnings, which was driven by net
income of $4.2 million. Stockholders' equity also
increased $551,000 from exercise of stock options,
$580,000 from shares released from the employee stock
ownership plan, $176,000 from amortization of
management recognition plan shares and $108,000 from
changes in unrealized gains on securities. During the
fiscal year, the Company repurchased 175,899 shares at
an average cost of $18.02 for a total of $3.2 million. In
addition, the Company paid out regular dividends of
$885,000. During the year, the Company also created an
equity trust for the benefit of a select group of




top-performing loan officers. The shares purchased
for the trust have no net impact on equity as the
trustee purchased the shares from the open market
using deferred commissions and other earnings and
are reflected as both an increase to treasury shares
and additional paid-in capital. The shares continue
to be reflected as outstanding for earnings per
share calculations.

NON-PERFORMING ASSETS

AND DELINQUENCIES

Loans accounted for on a non-accrual basis (net of
specific valuation allowances) amounted to $381,000 at
September 30, 2002 as compared to $276,000 at
September 30, 2001. The increase in non-accrual loans
represents a small increase in the number of loans in
foreclosure or loans that had interest receivable for

COMPARISON OF OPERATING RESULTS

which the Bank's ability to collect the interest from the
customer was in doubt as of year-end.

Accruing loans that were contractually past due 90
days or more were $21 million at September 30, 2002
and 2001. Of these non-performing loans, $288,000 at
September 30, 2002 and $684,000 at September 30,
2001 were FHA/VA government-insured loans. The
allowance for loan losses was $2.6 million at September
30, 2002, or 103.7% of non-performing loans and
1.11% of loans retained compared to $1.8 million or
778% of nan-performing loans and 0.90% of loans
retained in 2001. Other assets acquired in settlement of
loans, net of allowance for losses was $8,000 at
September 30, 2002 and none at September 30, 2001.

FOR THE YEARS ENDED SEPTEMBER 30, 2002 AND 2001

GENERAL

Net income for the year ended September 30, 2002

was $4.2 million compared to $3.1 million for the year
ended September 30, 2001. The increase of $1.1 million
was attributable to higher net interest income and
non-interest income, offset by increased provision for
loan losses, non-interest expense and income tax
expense. Net interest income increased primarily from
expansion of the net interest margin, while non-interest
income increased primarily as a result of higher mortgage
revenues and higher retail banking fees. Non-interest
expense increased in fiscal 2002 primarily due to higher
operating and personnel expense related to business
expansion. Income tax expense increased due to a higher
level of pre-tax net income.

INTEREST INCOME

Interest income decreased $2.0 million to $18.2 million
for fiscal 2002 compared to $20.2 million for fiscal 2001.
The decrease was primarily driven by the general decline
in interest rates during the year.

The decrease in interest income on loans resulted from a
decline in the weighted average yield, which dropped from
766% in 2001 to 6.67% in 2002. The decline in weighted
average yield on loans was offset by a $20.7 million
increase in the average balance of loans outstanding,
which was $239.0 million at September 30, 2001
compared to $259.7 million for the year ended September
30, 2002. The average balance increased primarily as a
result of an increase in the average balance of loans held-
for-sale, which increased from $27.8 million for fiscal
2001 compared to $46.0 million for fiscal 2002. The

increase in the average balance of loans held-for-sale was
a result of an 81.9% increase in loans originated for sale.
During the fiscal year 2002, the Company originated
$7670 million in residential mortgages for sale compared
to $421.6 million in 2001. Although the average balance
of the retained portfolio was relatively unchanged,
increasing from $211.2 million for fiscal 2001 to $213.8
million for fiscal 2002, the mix of the portfolio changed
due to growth in home equity lines of credit and declining
balances of residential mortgage and consumer loans.
Outstanding balances of home equity loans grew from
$28.6 million at September 30, 2001 to $55.4 million at
September 30, 2002, with the average balances increasing
from $21.4 million to $42.2 million for the home equity
loans. The Bank's average balance of held-to-maturity
mortgage loans decreased slightly from $168.9 million at
September 30, 2001 to $158.3 million at September 30,
2002. The declining rate environment during fiscal 2002
provided greater opportunity for borrowers to obtain
long-term fixed-rate loans, which resulted in a high rate
of portfolio refinancing into commodity priced products,
which were sold into the secondary market.

Interest income on mortgage-backed securities decreased
as a result of the decrease in the average balance from
$15.9 million in fiscal 2001 to $94 million in fiscal 2002
and a slight decline in the average vield from 7.14% to
6.94%. The decrease in the average balance reflects the
amortization and prepayment of older, higher rate
securities. The cash proceeds were used to help fund
mortgage lending.

The decrease in interest income on securities resuited
primarily from a decrease in the average balance from




$5.6 million in fiscal 2001 ta $3.2 million in fiscal 2002.
The average yield increased from 5.83% to 6.11% for
the year ended September 30, 2002 due to the maturity
of fower yielding investments. The cash proceeds from
the investments were used to fund the increased

loan demand.

INTEREST EXPENSE

Interest expense declined $3.4 million to $8.1 million for
the year ended September 30, 2002 from $11.5 million
for the year ended September 30, 2001, The decrease in
interest expense was due to lower interest expense on
deposits and FHLB borrowings stemming from the
decline in the general interest rate environment.

interest expense on deposits declined $2.9 million to
$4.5 million for the year ended September 30, 2002
compared to $74 million for September 30, 2001. The
decline in interest expense was due to a decline in the
weighted average cost of deposits to 249% for the
year ended September 30, 2002 from 4.20% for the
year ended September 30, 2001. The decline in weighted
average cost was primarily a result of repricing of
higher cost deposits at maturity and from growth in
lower cost checking and passbook accounts. The
average balance of interest-bearing deposits increased
from $175.8 million for the 2007 fiscal year to $181.8
million for the year ended September 30, 2002. Demand
deposit accounts increased $4.9 million to $27.3 million
at September 30, 2002 from $22.4 million at September
30, 2001 due to the Company's strategy to continue to
build both the number and the balances of transaction
accounts through its current "High Performance
Checking Account" program. During the year, the
Company also increased the balance of passbook
accounts from $24.8 million to $275 million. Recently,
customers have been exhibiting a preference for
investments, which has led to the growth in low cost
passbook accounts, Certificate of deposit (CDs) balances
increased 3.2%, or $3.2 million, over the previous year.
The increase in CDs is a result of the Bank issuing $17.5
million in brokered CDs in August of 2002 which were
issued with short maturities in order to respond to
short-term liquidity needs. The decline in CDs is a trend
management believes will continue due to the low
interest rate environment in which customers have been
exhibiting a preference for maintaining greater liquidity
in their deposits and are avoiding extending the
maturity of their investments. The weighted average
rate on CDs declined from 4.64% in 2001 to 2.90% for
fiscal 2002.

The average balance of borrowings from the FHLB
increased from $64.2 million for the year ended
September 30, 2001 to $74.8 million for the year ended
September 30, 2002. The increase in the average balance
was attributable primarily to increased funding of
mortgage loan originations. The weighted average cost
of borrowings decreased from 6.32% in fiscal 2001 to
4.85% in fiscal 2002, and reflects the lower rates on
renewals and new borrowings during 2002.
Approximately $80.3 million will mature or reprice in

fiscal 2003, with $51.0 million having maturity of one
week or less.

PROVISION FOR LOAN LOSSES

The provision for loan losses increased $259,000, from
$752,000 for fiscal 2001 to $1.0 million for fiscal 2002
due to increased inherent risk in the Company's changing
loan portfolio, which has been reflected in the
Company's allowance for loan loss methodology, and
increased charge-offs due to weaknesses in the
economy. The allowance for loan losses increased during
the year from $1.8 million at September 30, 2001 to
$2.6 million at September 30, 2002, which resuited in an
increase in the allowance for loan losses as a
percentage of loans receivable from 0.90% to 1.1 1%.
Net charge-offs increased by $28,000 to $302,000
during fiscal 2002 from $274,000 for fiscal 2001. The
majority of charge-offs, $286,000 in 2002 and
$254,000 in 2001 resulted from checking account
overdrafts and the consumer loan portfolio.

Non-performing assets as a percent of total assets
decreased from 0.82% at September 30, 2001 to 0.67%
at September 30, 2002; however total non-performing
assets increased from $24 million to $2.5 million for
the same periods. The increase in the allowance for loan
losses is largely attributable to the Bank's changing loan
portfolio, which experienced significant growth in
higher-risk home equity, second mortgage and
commercial mortgage loans, while lower-risk residential
first mortgage balances declined. During the year, the
Company modified its allowance for loan loss
methodology by increasing allocation percentages for all
mortgage loans, but also further increased the following
components: allocation percentages for non-conforming
residential loans, commercial mortgage loans, checking
account overdrafts, home equity loans, and consumer
auto loans. In September 2002, the Company adjusted
the provision for high loan-to-value home equity ioans
due to the fact that management began purchasing
mortgage insurance to further protect the Bank from
Joan losses.

The provision for foan losses is determined by
management as the amount necessary to bring the
allowance to a level that is considered adequate to
absorb losses inherent in the loan portfolio. Because
management believes it adheres to specific loan
underwriting guidelines focusing on mortgage loans
secured by one-to four-family residences, the Bank's
historical mortgage loan loss experience has been low.
No assurances, however, can be given as to future loan
loss levels. Additionally, commercial and consumer loans
are generally considered to carry a greater inherent risk
of loss than residential mortgage loans. Accordingly, the
Bank may experience future delingquencies or losses from
these loans.

NON-INTEREST INCOME

Non-interest income increased $1.4 million, or 25.4%,
from $5.8 million for the year ended September 30,
2001 to $72 million for the year ended September 30,




2002. The increase in non-interest income was primarily
the result of increased mortgage revenues of $1.3
miflion, increased retail banking fees of $408,000 and
growth in other non-interest income of $360,000,
which was offset by reduced profits on the sale of
securities of $496,000 and reduced insurance
commissions of $112,000.

Mortgage revenues increased 39.9%, to $4.6 million in
fiscal 2002 from $3.3 million in fiscal 2001, These
revenues were generated primarily from gains on the
sale of loans to investors on a servicing released basis.
The volume of loans sold for the twelve months ended
September 30, 2002 totaled $701.0 million, a 76.5%
increase from the $397.2 million sold during fiscal 2001,
The higher volume of loans sold was the result of the
lower interest rate environment during the year, and
successes in the growth of new sources of business,
resulting in part from additions to the Bank's loan
officer staff.

Retail banking revenue increased 31.7% to $1.7 million
in fiscal 2002 from $1.3 million in fiscal 2001. Retail
banking revenue is generated primarily through fee
income on checking account overdrafts. The growth in
revenue was attributed to both the increase in checking
accounts and the frequency of checking account
overdrafts. The number of checking accounts increased
from 10,737 accounts at September 30, 2001 to 11421
at September 30, 2002, or a 6% gain. The frequency of
checking account overdrafts was due in part to changes
in the Bank's marketing theme from a free checking
account with “overdraft protection,’ to a free checking
account with “overdraft privileges” The increased
revenue from this activity resulted in increased
charge-offs, which increased from $136,000 during
fiscal 2001 to $179,000 during fiscal 2002. Net of
charge-offs, the Company earned approximately $133 in
retail banking revenue per checking account during fiscal
2002 compared to $108 per checking account in 2001.

Other income increased from $377,000 for the fiscal
2001 year, to $737,000 for the year ended September
30, 2002. The increase resulted primarily from additional
sources of revenue, including revenue on a bank owned
life insurance policy and fee income from a
correspondent bank relationship. In September of 2001,
the Bank purchased "Key Person” life insurance policies
on approximately 20 employees for a cash surrender
value of $5.0 million. At September 30, 2002, the value
of the cash surrender value had increased to $5.3
million, which resulted in earnings of $295,000 during
fiscal 2002. During the year, the Bank also realized
$183,000 in other income compared to $54,000 for
fiscal 2001 through a correspondent banking
relationship with Travelers Express, a company that
provides check-clearing services for the Bank.

Profits on the sales of investments decreased $496,000
during the year to $44,000 for fiscal 2002. Profits
resulted from the sale of equity securities and debt

securities owned by the Company. The Company is not
an active trader of securities. All equity investments are
in other financial institutions and are typically held as
long-term investments.

Insurance commissions earned by the Bank's subsidiary,
Pulaski Service Corporation, decreased 37%, from
$301,000 for the year ended September 30, 2001, to
$189,000 for fiscal 2002. The reduction was due to
fewer unit sales of annuities in a declining rate
environment where long term, low yielding fixed
annuities is less appealing to our customers.

NON-INTEREST EXPENSE

Non-interest expense increased $852,000 to $9.7
million for the year ended September 30, 2002
compared to $8.8 million for fiscal 2001. The increased
expense resulted primarily from other non-interest
expense related to expanded mortgage production as
well as increases in occupancy and equipment,
advertising, and salaries and employee benefits
expense, which was offset by a decline in professional
services expense.

Compensation expense increased $222,000 to $5.1
million for the year ended September 30, 2002
compared to $4.9 million in the year ended September
30, 2001. The increase in compensation expense was
largely related to management's decision to accelerate
the release of 16,000 additional shares of stock under
the employee stock ownership plan, which resulted in
approximately $298,000 of additional expense during
the quarter ended September 30, 2002. The release of
additional shares both rewarded employees for a strong
performance and reduced the future obligation of the
plan. Also contributing to increased costs were higher
health insurance costs. Additionally, the Company
experienced significantly higher salaries and commission
expenses during fiscal 2002 due to additions to
mortgage staff and a significantly higher lending
volume. However, these additional costs were offset by
increased deferred origination expenses in accordance
with the provisions of Statements of Financial
Accounting Standards (SFAS) No. 91, Accounting for
Nonrefundable Fees and Costs Associated with
Origination or Acquiring Loans and Initial Direct Costs
of Leases.

Other expense increased 39.4% to $1.5 million for the
year ended September 30, 2002 compared to $1.1 million
for the year ended September 30, 2001 due to increased
postage, supplies, and courier fees from a higher volume
of mortgage and home equity lending as well as
increased fees on the Company's demand account with
the Federal Home Loan Bank. The increased fees on the
FHLB account were a result of services performed for
the Company for which the FHLB requires a
compensating balance in its demand account. As
interest rates decreased, so have the credit rates
associated with the compensating balance of the FHLB
account. Consequently, when the credit rate dropped to




a certain level, the Company began getting billed for
service charges. For the year, the bank service charges
ta the Company were up $103,000 from the prior year,

Occupancy and equipment expense increased 11.3% to
$1.9 million from $1.7 million largely due to increased
depreciation on the increased level of fixed assets. The
Company has continued to invest in its retail banking
and mortgage banking infrastructure. Capital
improvements of approximately $2.9 million were made
in fiscal 2002, including the purchase of a formerly
ieased branch office in St. Charles, Missouri, the
purchase of a second branch location in O’Fallon,
Missouri, building improvements of $730,000
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and additions to data processing and equipment
of $887,000.

INCOME TAXES

The provision for income taxes increased from $1.8
million for the year ended September 30, 2001 to $2.4
million for the year ended September 30, 2002. The
increased tax expense resulted from increased pre-tax
net income. The Bank's combined federal and state
effective tax rate increased slightly from 36.0% in fiscal
2001 to 36.6% for fiscal 2002. The Company had tax-
exempt income from the bank owned life insurance
policies of $295,000 for fiscal 2002 compared to
$10,000 for fiscal 2001.

FOR THE YEARS ENDED SEPTEMBER 30, 2001 AND 2000

GENERAL

Net income for the year ended September 30, 2001 was
$3.1 million compared to $1.1 million for the year ended
September 30, 2000. The increase of $2.0 million was
attributable to higher non-interest income and lower
non-interest expense, offset by increased provision for
loan losses, and income tax expense. Non-interest
income increased as a result of higher mortgage
revenues and higher retail banking fees. Non-interest
expense decreased in fiscal 2001 primarily due to a
one-time compensation expense associated with the
Company's $4.00 per share special dividend in fiscal
2000. The ioan lass provision increased in response to
rising delinquencies and credit quality of some new
Joans. Income tax expense increased as a result of the
higher levels of revenue. The combined federal and state
tax rate was 36% compared to 51% in fiscal 2000. The
fiscal 2000 tax rate was high due to the non-tax
deductible compensation expense that resulted from the
$4.00 return of capital.

INTEREST INCOME

Interest income increased $1.8 million, from $18.3
million for fiscal 2000 to $20.1 million for fiscal 2001.
The increase resulted primarily from an increase in
interest on loans of $2.8 million, offset by a decrease in
interest on mortgage-backed securities of $583,000 and
a decrease in interest income from investment securities
of $408,000.

The increase in interest income on loans resulted from
an increase in the average balance of loans outstanding
from $203.8 million for the year ended September 30,
2000 to $239.0 million for the year ended September
30, 2001 and an increase in the average yield on these
loans from 7.59% in 2000 to 7.66% for 2001. The
average balance increased as a result of increased

lending for both one-to four-family residential
mortgages and home equity loans. Outstanding balances
of home equity loans grew from $14.4 million at
September 30, 2000 to $28.6 million at September 30,
2001. Also, the balance of loans held-for-sale increased
from $14.4 million at September 30, 2000 to $38.1
million on September 30, 2001. The Bank's balance of
held-to-maturity mortgage loans decreased slightly from
$174.3 million to $162.8 million during the year due to
amortization and payoffs exceeding new portfolio
originations. The declining rate environment during fiscal
2001 provided greater opportunity for borrowers to
obtain long-term fixed-rate loans, and subsequently
reduced the demand for adjustable rate products. The
Bank chose not to alter its decision matrix for portfolio
loans in the declining rate environment, which resulted
in the slight decline in the mortgage portfolio. The
increased average interest rate was a reflection of
time-weighted effects of the higher rates associated
with home equity loans and the risk-based pricing
methodology on first mortgage loans that were closed
in the earlier months of the fiscal year.

Interest income on mortgage-backed and related
securities decreased as a result of the decrease in the
average balance from $24.0 million in fiscal 2000 to
$15.9 million in fiscal 2001 and a slight decline in the
average yield from 717% to 7.14%. The decrease in the
average balance reflects the amortization and
prepayment of older higher rate securities and the sale
of approximately $8.8 million of available-for-sale
securities to help fund the increased level of

mortgage lending.

The decrease in interest income on securities resuited
primarily from a decrease in the average balance from
$12.1 million in fiscal 2000 to $5.6 million in fiscal



2001, coupled with a decrease in the average yield from
6.11% to 5.89% for the year ended September 30, 2001.
The average balance decline resulted from the use of
maturing securities to fund higher volume of mortgage
lending, to repurchase stock and to repay other
borrowings. The average yield decreased as a result of
the fower interest rate environment in fiscal 2001.

INTEREST EXPENSE

Interest expense increased $1.9 million, from $9.5
miflion for the year ended September 30, 2000 to $11.4
million for the year ended September 30, 2001. The
increase was due primarily to higher interest expense on
borrowings from the FHLB, which increased from $2.9
million to $4.0 million, and increased interest on
deposits, which increased from $6.5 million in fiscal
2000 to $7.4 million in fiscal 2001.

The average balance of borrowings from the FHLB
increased from $46.2 million for the year ended
September 30, 2000 to $64.2 million for the year ended
September 30, 2001. The increase in the average balance
was attributable primarily to increased funding of
mortgage loan originations. The weighted average cost
of borrowings decreased from 6.42% in fiscal 2000 to
6.32% in fiscal 2001 and reflects the lower renewal
rates on approximately $131 million of advances that
repriced in fiscal 2001.

The average balance of interest-bearing deposits
increased from $158.6 million for the 2000 fiscal year
to $175.8 million for the year ended September 30,
2001. Deposit gains were in money market accounts,
checking accounts, and passbook savings. Money
market accounts increased $25.4 million, or 161%, as a
result of aggressive marketing and premium deposit
pricing. The growth has enabled, in part, profitable
funding of the increased balance of loans held-for-sale
and home equity loans, Certificates of deposit (CDs)
declined 7.2%, or $79 million over the previous year.
The weighted average cost of deposits increased from
4.12% in fiscal 2000 to 4.20% in fiscal 2001 and
reflected the premium pricing in effect for the majority
of the year. The weighted average cost of deposits at
September 30, 2000 was 4.33%, but at September 30,
2001 the cost had fallen to 3.47%.

PROVISION FOR LOAN LOSSES

The provision for loan losses increased $253,000, from
$499,000 for fiscal 2000 to $752,000 for fiscal 2001.
Due to declining economic trends, which resulted in
increased charge-offs and non-performing loans, the
provision for loan losses increased during fiscal 2001.
Charge-offs on consumer loans were approximately
$254,000 in fiscal 2001 compared to $122,000 in fiscal
2000. The majority of current charge-offs are from

indirect automobile loans originated prior to June of
1999. The Bank, after meeting its investment goals,
discontinued indirect automobile lending and focused
on mortgage loans, including home equity loans.
Non-performing loans as a percent of total assets
increased from 0.69% at September 30, 2000 to 0.78%
at September 30, 2001.

NON-INTEREST INCOME

Non-interest income increased $2.6 million, or 82%,
from $3.2 million for the year ended September 30,
2000 to $5.8 million for the year ended September 30,
2001. The increase in non-interest income was primarily
the result of increased mortgage revenues of $1.7
miilion, increased retail banking fees of $350,000

and profits on the sale of securities in the amount

of $540,000.

Mortgage revenues increased 106%, from $1.6 million in
fiscal 2000 to $3.3 million in fiscal 2001. These
revenues were generated primarily from gains on the
sale of loans to investors on a servicing released basis.
The volume of loans sold for the year ended September
30, 2001 totaled $397.2 million, a 168% increase from
$148.1 million in fiscal 2000. The higher volume of
loans sold was the result of the lower rate
environment during the year, and successes in the
growth of new sources of business, resulting in part

to the strong reputation the Bank enjoys in the real
estate community.

Retail banking fees increased 37%, from $936,000, to
$1.3 million. The growth in revenue was attributed to
the increase in checking accounts, which grew from
10,278 accounts at September 30, 2000 to 10,737 at
September 30, 2001, or a 4.5% gain.

Profits on the sales of investments increased $540,000
during the year. Profits resulted from the sale of equity
securities by the Company, and mortgage-backed
securities sales made by the Bank. The sales of the
mortgage-backed securities were made to provide
additional funding for the increased mortgage lending
activity. There were no gains on the sales of securities
in fiscal 2000.

Insurance commissions earned by the Bank's subsidiary,
Pulaski Service Corporation, decreased 17%, from
$363,000 for the year ended September 30, 2000, to
$301,000 for fiscal 2001. The reduction was due to
smaller unit sales of annuities and a shift in focus to
financial planning.

Other income increased from $279,000 for the
September 2000 year to $377,000 for the year ended
September 30, 2001. The increase resulted primarily



from higher earnings on compensating balances of
$111,000 and higher dividends on stock maintained at
the FHLB in satisfaction of larger borrowings, offset by
a $82,000 reduction in rental income at the home
office. Expansion of the Bank's lending activities during
fiscal 2001 resulted in complete utilization of the home
office building and the subsequent loss of rental income
from former tenants.

NON-INTEREST EXPENSE

Non-interest expense decreased from $9.2 million to
$8.8 million for the year ended September 30, 2001.
The decrease was primarily attributable to reduced
compensation expense of $600,000 and lower
occupancy and equipment expense of $73,000, offset
by higher professional services expenses of $147,000.

Compensation expense was $4.9 million in the year
ended September 30, 2007, contrasted against fiscal
2000 expense of $5.4 million. In fiscal 2000, the Bank,
as a result of the payment of a $4.00 per share return
of capital, recorded $1.4 million of compensation
expense resulting from the accelerated release of shares
of stock for benefit of the employee stock ownership
plan and dividends paid on unvested shares of restricted
stock awards. These expenses are non-recurring and
result in reduced future compensation expense.
Notwithstanding the special compensation expense, the
additional compensation expense increase of
approximately $772,000 for fiscal 2001, consists of
$485,000 in non-recurring compensation expense and
the balance of the increase was due to additional
staffing for mortgage lending, incentive payments,
higher health insurance costs, increased commissions
and increased costs associated with awards of
restricted stock.

Occupancy and equipment expense remained relatively
constant at $1.7 million, despite ongoing investment in
the retail banking infrastructure. Capital improvements
of approximately $1.2 million were made in fiscal 2001
to existing offices and the relocation of the Bayless
Branch. Professional services expense increased
$147000 as a result of increased legal, tax, and other
consulting services.

INCOME TAXES

The provision for income taxes increased from $1.2
million for the year ended September 30, 2000 to $1.8
million for the year ended September 30, 2001. The
Bank's combined federal and state effective tax rate
declined from 519% in fiscal 2000 to 36% for fiscal
2001. In fiscal 2000, approximately $906,000 of the
$1.4 million special compensation expense recorded as

a result of the special $4.00 per share return of capital
dividend was determined to be non-deductible for
income tax purposes thus raising the effective tax rate
from 38% to 51% for the year

MARKET RISK ANALYSIS

Qualitative Aspects of Market Risk - The Company's
principal financial objective is to achieve long-term
profitability while reducing its exposure to fluctuating
market interest rates. The Company has sought to
reduce the exposure of its earnings to changes in
market interest rates by attempting to manage the
mismatch between asset and liability maturities and
interest rates. In order to reduce the exposure to
interest rate fluctuations, the Company has developed
strategies to manage its liquidity, shorten its effective
maturities of certain interest-earning assets and
increase the interest rate sensitivity of its asset base.
Management has sought to decrease the average
maturity of its assets by emphasizing the origination of
adjustable-rate residential mortgage loans ("ARM"),
home equity loans and prime adjusting commercial real
estate loans. |n addition, the majority of long-term,
fixed-rate single-family residential mortgage loans are
underwritten according to the guidelines of Fannie Mae
and Freddie Mac and usually sold in the secondary
market. The retention of ARM loans, which reprice at
regular intervals (three to five years), helps to ensure
that the yield on the Company's loan portfolio will be
sufficient to offset increases in the Company's cost of
funds. However, periodic and lifetime interest rate
adjustment limits may prevent ARM loans from repricing
to market interest rates during periods of rapidly rising
interest rates. The Company does not use any derivative
instruments to manage the exposure of its assets to
fluctuating market interest rates. The Company relies on
retail deposits and FHLB borrowings as its primary
source of funds. Management believes retail deposits
reduce the effects of interest rate fluctuations because
they generally represent a more stable source of funds.

Quantitative Aspects of Market Risk - The Company
does not maintain a trading account for any class of
financial instruments nor does the Company engage in
hedging activities or purchase high-risk derivative
instruments. Furthermore, the Company is not subject
to foreign currency exchange rate risk or commodity
price risk.
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The Company uses an interest rate sensitivity analysis to measure its interest rate risk by computing changes in the net portfolio
value ("NPV") of its cash flows from assets, lisbilities and off-balance sheet items in the event of a range of assumed changes in
market interest rates. NPV represents the market value of portfolio equity and is equal to the market value of assets minus the
market value of liabilities, with adjustments made for off-balance sheet items. This analysis assesses the risk of loss in market risk
sensitive instruments in the event of a sudden and sustained 100 to 300 basis point increase or decrease in market interest rates
with no effect given to any steps that management might take to counter the effect of that interest rate movement. Using data
compiled by the OTS, the Company receives a report, which measures interest rate risk by modeling the change in NPV, over a
variety of interest rate scenarios. This procedure for measuring interest rate risk was developed by the OTS to replace the "gap"
analysis (the difference between interest-earning assets and interest-bearing liabilities that mature or reprice within a specific
time period).

September 30, 2002

Estimated Change
in Net Portfolic Value

Change in Interest Rates (in thousands)
300 basis point rise $ 689
200 basis point rise 1,343
100 basis point rise 1,360
Base scenario ~
100 basis point decline (2,206)
200 basis point decline N/A (1)
300 basis point decline N/A )

(0 A 200 and 300 basis point decline at September 30, 2002 is not meaningful because it would require the Federal Reserve to
reduce federal funds discount rate to a negative rate level,

The preceding table indicates that at September 30, 2002, in the event of a sudden and sustained increase in prevailing
market interest rates, the Company's NPV would be expected to increase. In the event of a sudden and sustained decrease
in prevailing market interest rates, the Company's NPV would be expected to decrease.

Certain assumptions utilized by the OTS in assessing the interest rate risk of savings associations within the
Bank’s region were utilized in preparing the preceding table. These assumptions relate to interest rates, loan prepayment
rates, deposit decay rates, and the market values of certain assets under differing interest rate scenarios, among others.

As with any method of measuring interest rate risk, certain shortcomings are inherent in the method of analysis presented
in the foregoing table. For example, although certain assets and liabilities may have similar maturities or periods to
repricing, they may react in different degrees to changes in market interest rates. Also, the interest rates on certain types
of assets and liabilities may fluctuate in advance of changes in market interest rates, while interest rates on other types
may lag behind changes in market rates. Additionally, certain assets, such as ARM loans, have features that restrict
changes in interest rates on a short-term basis and over the life of the asset. Further, in the event of a change in interest
rates, expected rates of prepayments on loans and early withdrawals from certificates could deviate significantly from
those assumed in calculating the table.

LIQUIDITY AND CAPITAL RESOURCES The primary investing activities of the Company is
The Company's principal sources of funds are proceeds originating loans. For the year ending September 30,
from customer deposits, loan sales and repayments, 2002, cash used in investing activities included $24.9
FHLB borrowings and maturity and principal payment of  million in net loan
securities.

originations, $2.8 million in net additions to premises
Operating activities used a net $51.7 million in cash and equipment, and $2.7 million in purchases of FHLB
liquidity, stemming primarily from net loans originated stock, which was offset by $3.8 million in principal
for sale less gains on sale, which totaled $50.7 million. repayment on mortgage backed securities and $2.2

million from sale and maturity of other securities.




Typically, the Company's most significant financing
sources are deposit accounts and FHLB borrowings.
FHLB borrowings increased by $61.8 million and were
the largest source of cash, which was followed by
deposit increases of $11.6 million and "Due to Other
Banks" increase of $41 million, which was offset by
$3.2 million payments to acquire treasury stock and
$885,000 paid in cash dividends.

Even though federal regulations no longer require the
Bank to maintain minimum levels of liquid assets fi.e.,
cash and eligible investments), the Bank continues to
maintain fevels of liquidity in excess of the 4% liquidity
ratio formerly required by regulation. Maintaining levels
of liguidity acts, in part, to reduce the Company's
balance sheet exposure to interest rate risk. At
September 30, 2002, the Bank's liquidity ratio {liguid
assets as a percentage of net withdrawable savings
deposit and short-term borrowings) was 6.02%.

The Company must also maintain adequate levels of
liquidity to ensure the availability of funds to satisfy
Joan commitments and deposit withdrawals. At
September 30, 2002, the Bank had outstanding
commitments to originate loans of $18.2 million, to sell
foans on a best-efforts basis of $105.5 million and to
fulfill commitments under unused home equity lines of
credit of $74.3 million. At the same time, certificates of
deposit scheduled to mature in one year or Jess totaled
$78.0 miilion. Based upon historical experience,
management believes the majority of maturing
certificates of deposit will remain with the Company.

If the Company requires funds beyond its ability to
generate them internally, it has the ability to borrow
funds from the FHLB equal to 40% of its total assets
subject to collateral verification. Under a blanket
agreement, the Bank assigns all investments in FHLB
stock, all qualifying first residential mortgage loans and
all loans held-for-sale as collateral to secure the
amounts borrowed. At September 3Q, 2002, the
Company had $30.2 million available to it under the
above-mentioned borrowing arrangement after advances
of $116.8 million from the FHLB. The Campany has an
additional $10.0 million in unused liguidity through a line
of credit with a correspondent bank using the subsidiary
Bank stock as a collateral. In addition, as long as the
Bank maintains a "well capitalized" position, the
Company can issue deposits through a nationally
brokered market. Broker deposits offer the advantage of
large blocks of liquidity at a lower cost.

The Company is not subject to any separate regulatory
capital requirements. The Bank is required to maintain
specific minimum amounts of capital pursuant to 0TS
regulations. The OTS minimum capital standards
generally require the maintenance of regulatory capital
sufficient to meet each of three tests, hereinafter
described as the tangible capital requirement, the core
capital requirement and risk-based capital requirement.
The tangible capital requirement provides for minimum
tangible capital {defined as stockholders' equity less all
intangible assets) equal to 1.5% of adjusted tota!
assets. The core capital requirement provides for
minimum core capital (tangible capital plus certain forms
of supervisory goodwill and other qualifying intangible
assets) equal to 3.0% of adjusted assets. The risk-based
capital requirement provides for the maintenance of
core capital plus a portion of unallocated loss
allowances equal to 8.0% of risk-weighted assets. In
computing risk-weighting assets the Bank multiplies the
value of each asset on its balance sheet by a defined
risk-weighting factor {e.g., one-to four-family
conventional residential loans carry a risk-weighted
factor of 50%).

At September 30, 2002, the Bank's tangible capital
totaled $26.7 million, or 7.3% of adjusted total assets,
which exceeded the minimum 1.5% requirement by $21.2
million, or 5.8%. The Bank's risk-based capital at that
date totaled $29.2 million, or 12.6% of risk-weighted
assets, which is $10.8 million, or 4.63% above the 8.0%
fully phased-in requirement.

EFFECT OF INFLATION AND CHANGING PRICES
The consolidated financial statements and related
financial data presented herein have been prepared in
accordance with accounting principles generally
accepted in the United States of America, which require
the measurement of financial position and operating
results in terms of historical dollars, without
cansidering the change in the relative purchasing power
of money over time due to inflation. The impact of
inflation is reflected in the increased cost of the
Company's operations. Unlike most industrial campanies,
virtually all the assets and liabilities of a financial
institution are monetary in nature. As a result, interest
rates generally have a more significant impact on a
financial institution's performance than do general levels
of inflation. Interest rates do not necessarily move in
the same direction or to the same extent as the prices
of goods and services.




YIELDS EARNED AND RATES PAID

The following table sets forth for the three years ended September 30, 2002, 2001 and 2000 and at

September 30, 2002 and 2001, the weighted average yields earned on the Company's assets, the
weighted average interest rates paid on the Company's liabilities, together with the net yield on

interest-earning assets.

Weighted average yield on loans (1)

Weighted average yield on securities

Weighted average yield on mortgage-backed
securities

Weighted average yield on federal funds sold and
overnight deposits

Weighted average yield on all interest-earning assets
Weighted average rate paid on savings deposits
Weighted average rate paid on FHLB advances
and other borrowed money

Weighted average rate paid on all interest-bearing
liabilities

Interest rate spread (spread between weighted
average rate on all interest-earning assets and all
interest-bearing liabilities)

Net interest margin (net interest income as a
percentage of average interest-earning assets)

(1) Includes loans held-for-sale of $972 million and $38.1 million at September 30, 2002 and 2007, respectively,

Years Ended September 30,

September 30,

2002

6.67 %
611%

6.94 %

1.76 %

6.64 %

249 %

4.85 %

318 %

346 %

3.67 %

2001

766 %
5.89 %

714 %

443 %

749 %

4.20 %

6.32 %

477 %

272 %

3.23%

2000

759 %
611 %

717 %

617 %

744 %

412 %

6.42 %

4.64 %

2.80 %

3.58 %

2002

6.75 %
6.68 %

721 %

- Op
6.50 %
2.06 %

3.44 %

2.57 %

3.93 %

N/A

2001

763 %
5.92 %

7.23 %
3.22%
745 %
347 %

6.05 %

4.05 %

340 %

N/A
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of Pulaski Financial Corp.:

We have audited the accompanying consolidated balance sheets of Pulaski Financial Corp. and
subsidiaries as of September 30, 2002 and 2001, and the related consolidated statements of
income and comprehensive income, stockholders' equity and cash flows for both of the years
ended September 30, 2002. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on
our audits. The consolidated statements of income and comprehensive income, stockholders’
equity and cash flows for the year ended September 30, 2000, were audited by other auditors
whose report dated October 31, 2000 expressed an unqualified opinion on those statements.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Pulaski Financial Corp. and subsidiaries as of September 30,
2002 and 2001, and the results of their operations and their cash flows for the years then ended,
in conformity with accounting principles generally accepted in the United States.

St ¢ WMP

October 23, 2002
St. Louis, Missouri

)



PULASKI FINANCIAL CORE AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 2002 and 2001

ASSETS

Cash and amounts due from depository institutions
Federal funds sold and overnight deposits
Total cash and cash equivalents

Securities available for sale, at market value
Securities held to maturity, at amortized cost (market value

$1,741,556 at September 30, 2001)
Mortgage-backed securities held to maturity, at amortized cost (market value
$1,950,294 and $2,703,562 at September 30, 2002 and 2007, respectively)
Mortgage-backed securities available for sale, at market value
Capital stock of Federal Home Loan Bank - at cost
Loans receivable held-for-sale, at lower of cost or market
Loans receivable, net of allowance for loan losses of $2,553,004 and $1,844,214 at
September 30, 2002 and 2001, respectively
Premises and equipment, net
Accrued interest receivable
Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES:
Deposits
Advances from Federal Home Loan Bank
Advance payments by borrowers for taxes and insurance
Accrued interest payable
Due to other banks
Other liabilities
Total liabilities

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:

Preferred stock - $.01 par value per share, 10,000,000 shares authorized; none issued
Common stock - $.01 par value per share, 9,000,000 shares authorized; 3,972,885 shares
issued at September 30, 2002 and 2001, respectively
Treasury stock - at cost (1,220,797 and 1109,026 shares at September 30, 2002 and 2001,
respectively)
Treasury stock - Equity Trust (34123 shares at September 30, 2002)
Additional paid-in capital
Unearned MRDP shares
Unearned ESOP shares (66490 and 98,008 unreleased shares at September 30,
2002 and 2001, respectively)
Accumulated other comprehensive income
Retained earnings
Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes to the consolidated financial statements.

2002 2001

$ 11,176,728 $ 10,748,255
- 2,300,000
11176,728 13,048,255
4,876,508 4,225109
- 1,737109

1795,016 2,517166
5,686,556 8,787,558
5,840,000 3,960,000
97174145 38,087434
227581131 204114915
5,963,500 3,680,810
1,580,196 1,554,484
7573145 7070,959
$369,246,925 $288,783,799
$201,269,796 $189,710,385
116,800,000 55,000,000
3,080472 2,598,367
190,503 220110
12,548,881 8476,600
2,803,133 1,771,162
336,692,785  257776,624
39,729 39,729
(15162,298)  (12,718,797)
(812,195) -
25,080,348 24,003,162
(416,493) (609,459)
(664,893) (980,070)
449,651 341796
24,040,291 20,930,814
32,554,140 31,007,175

$369,246,925 $288,783,799




PULASKI FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

YEARS ENDED SEPTEMBER 30, 2002, 2001 AND 2000

INTEREST INCOME:
Loans receivable
Securities
Mortgage-backed securities
Other

Total interest income

INTEREST EXPENSE:
Deposits
Advances from Federal Home Loan Bank
Other
Total interest expense

NET INTEREST INCOME
PROVISION FOR LOAN LOSSES
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NON-INTEREST INCOME:
Retail banking fees
Mortgage revenues
Insurance commissions
Gain on sales of securities
Other

Total non-interest income

NON-INTEREST EXPENSE:
Compensation expense-special dividend
Salaries and employee benefits
Occupancy, equipment and data processing expense
Advertising
Professional services
Other
Total non-interest expense
INCOME BEFORE INCOME TAXES
INCOME TAXES
NET INCOME
OTHER COMPREHENSIVE INCOME (LOSS) - Unrealized gain (loss)
on securities available-for-sale (net of income taxes in 2002,
2001 and 2000 of $74,854, $323466, and $(3,516), respectively)
COMPREHENSIVE INCOME
NET INCOME PER COMMON SHARE - BASIC
NET INCOME PER COMMON SHARE - DILUTED

See accompanying notes to the consolidated financial statements.

2002 2001 2000
$17,320,558 $18,304,967 $15463,368
193,218 328,775 736,809
650,080 1,135,654 1,718,317
31,528 387534 391,740
18,195,394 20,156,930 18,310,234
4,519,561 7392,502 6,538,336
3,630,268 4,022,459 2,870,973
- 37500 93,750
8,149,829 11,452,461 9,503,059
10,045,565 8,704,469 8,807175
1,011,180 752,297 499,399
9,034,385 7952172 8,307776
1,693,581 1,285,737 935,886
4,559,541 3,258,154 1,584,008
189,282 300,796 363,439
44,065 540,488 -
736,927 377261 278,734
7,223,396 5,762,436 3,162,087

- - 1,371,893

5,097,095 4,874,697 4102967
1,903,988 1,710,928 1,784,129
491,008 454,898 415,669
614,439 650,939 504,300
1,547412 1,110,405 1,005,081
9,653,942 8,801,867 9,184,039
6,603,839 4,912,741 2,285,804
2,417794 1,766,446 1,159,364

$ 4,186,045 $ 3146295 $ 1126440
107,855 583,143 (5,987)

$ 4,293,900 $ 3729438 $ 1120453
$ 1.56 $ 170 % 0.34
$ 147 $ .07 § 0.34
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PULASK! FINANCIAL CORP AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2002, 2001 AND 2000

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash
from operating activities:
Depreciation, amortization and accretion:
Premises and equipment

Management Recognition and Development Plan

stock awards
ESOP shares committed to be released
Loan fees, discounts and premiums - net
Provision for loan losses
Provision for losses on real estate acquired in
settlement of loans

(Gains) losses on sales of real estate acquired in

settlement of loans
Originations of loans receivable for sale to
correspondent lenders

Proceeds from sales of loans to correspondent lenders

Gain on sale of loans

Gain on sale of securities

Gain on sale of premises and equipment
Deferred income taxes

Changes in other assets and liabilities

Net adjustments
Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of securities
Purchase of bank-owned life insurance policy
Purchases of securities and Federal Home
Loan Bank stock

Principal payments received on mortgage-backed
securities

Loan (originations) repayments - net

Proceeds from sales of real estate acquired in settlement

of loans receivable
Proceeds from sales of premises and equipment
Net additions to premises and equipment

Net cash (used in} provided by investing activities

See accompanying notes to the consolidated financial statements

2002 2001 2000
4,186,045 $ 3146,295 $ 1126440
556,618 462446 492,737
176,227 175462 192,006
580,168 282,772 1,062,613
234,849 163,019 (123,020)
1,011,180 752,297 499,399

- (2,108) 4,679

15,944 (16,050) 31,733
(760,089,711)  (420,868,248) (154,360,107)
705,217,544 400,095,518 149,510,252
(4,214,544) (2,940,518)  (1,365,252)
(44,065) (540,488} -

- - (14,040)

(170,170) (252,673) 245,271
864,605 (825,075) 62,933
(55.861,355)  (23,513,646)  (3,760,790)
(51,675,310) (20,367357)  (2,634,350)
2,235,300 25,726,215 12,021,000
(294,822) (5.009,658) -
(2.748,350) (3,544159)  (19,788410)
3,820,902 3,446,080 2,722,073
(24,883407) 4,683,547 (29,045,826)
103,000 155,300 269,500

- 25,269 24,800
(2,839,307) (1,234,842) (1,201,767)
(24,606,684) 24,247752  (34,998,630)

(Continued)
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PULASK] FINANCIAL CORR AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2002, 2001 AND 2000

(continued from page 23)

2002 2001 2000
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in deposits $11,559411  $21,297715 $ 7042128
Federal Home Loan Bank advances - net 61,800,000 (11,00,000) 37,500,000
Other borrowings-net - (12,500,000} 12,500,000
Due to other banks 4,072,281 8476,600 -
Net increase (decrease) in advance payments by
borrowers for taxes and insurance 482,105 (188,561) 346,408
Stock options exercised 550,564 263,654 166,655
Dividends paid on common stock (884,858) (809,525) (1,061,363)
Payments to acquire treasury stock {3169,036) {3,834,294) (8,700,132)
Return of capital dividend ($4.00 per share) - - (11,485,408)
Net cash provided by financing activities 74410467 1,605,589 36,308,288
NET (DECREASE) INCREASE IN CASH AND
CASH EQUIVALENTS (1,871,527} 5,485,990 (1,324,692)
CASH AND CASH EQUIVALENTS AT BEGINNING OF
YEAR 13,048,255 7562,265 8,886,957
CASH AND CASH EQUIVALENTS AT END OF YEAR $11176,728  $13,048,255 $ 7562,265
SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Cash paid during the year for:
Interest on deposits $ 4558619 $ 7384900 $ 6,547710
Interest on advances from the Federal Home Loan Bank 3,630,268 4,022,459 2,870,973
Income taxes 2,046,000 2,633,084 933,062
NONCASH INVESTING ACTIVITIES:
Real estate acquired in settlement of loans receivable 118,944 109,134 105,917
Increase (decrease) in investments for changes in
unrealized gains and losses 182,709 906,609 (9,503)

See accompanying notes to the consolidated financial statements.
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PULASKI FINANCIAL CORP AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2002, 2001 AND 2000

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Pulaski Financial Corp. (the "Company") was incorporated under Delaware law in May 1998. The Company was
organized for the purpose of becoming the holding company for Pulaski Bank (the "Bank") upon the Bank's
reorganization from the mutual holding company form of organization (the "Reorganization"). The Company has
no significant assets, other than the outstanding shares of the Bank, cash and equity investments in other
financial institutions. The Company has no significant liabilities. Management of the Company and the Bank are
substantially similar and the Company neither owns nor leases any property, but instead uses the premises,
equipment and furniture of the Bank. Accordingly, the information in the consolidated financial statements
relates primarily to the Bank.

The Company through its subsidiary bank, operates as a single business segment, that of a community-oriented
financial institution providing traditional financial services through the operation of five full service branches
within St. Louis City and County and St. Charles County. The Bank is engaged primarily in the business of
attracting deposits from the general public and using these and other funds to originate one-to four-family
residential mortgage loans within the Bank's lending market area. The Bank is an approved lender/servicer for
the Federal Housing Administration ("FHA") and the Veterans Administration {"VA'), as well as for the Missouri
Housing Development Commission (a government agency established to provide home buying opportunities for
fower income first time home buyers) ("MHDC"). The Bank is also an approved sellerfservicer for Ginnie

Mae, but discontinued its sales and servicing activities with Ginnie Mae in 1999,

The accounting and reporting policies and practices of the Company and subsidiaries conform to accounting
principles generally accepted in the United States of America and to prevailing practices within the banking
industry. A summary of the Company's significant accounting policies follows:

Principies of Consolidation - The consolidated financial statements include the accounts of Pulaski Financial
Corp. and its wholly owned subsidiary, Pulaski Bank, and its wholly owned subsidiary Pulaski Service
Corporation. All significant intercompany transactions have been eliminated in consolidation.

Use of Estimates - The preparation of these consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the financial statements, and that affect the reported amounts of revenues

and expenses during the reporting periods. Actual results could differ from those estimates. The allowance

for loan losses and fair values of financial instruments are significant estimates reported within the

financial statements.

Cash and Cash Equivalents - For purposes of reporting cash flows, cash and cash equivalents include cash

and amounts due from depository institutions, federal funds sold, and overnight deposits at the Federal Home
Loan Bank. Generally, federal funds are sold for a one-day period. At September 30, 2002, $2.9 million in cash
was held as a restricted deposit by a correspondent Bank and was unavailable for liquidity demands.

Securities and Mortgage-Backed Securities, Available-for-Sale - Securities and mortgage-backed
securities available-for-sale are recorded at their current fair value. Unrealized gains or losses on securities and
mortgage-backed securities available-for-sale are included in a separate component of equity, net of deferred
income taxes. Gains or losses on the disposition of securities and mortgage-backed securities available-for-sale
are recognized using the specific identification method. Estimated fair values of securities and mortgage-
backed securities available-for-sale are based on quoted market prices when available. If quoted market prices
are not available, fair values are estimated using quoted market prices for similar instruments.




To the extent management determines a decline in value in a security or mortgage-backed security
available-for-sale to be other than temporary, the Bank will adjust the carrying value and include such expense
in the consolidated statements of income.

Securities and Mortgage-Backed Securities, Held-to-Maturity - Securities and mortgage-backed
securities held-to~maturity are stated at cost, adjusted for amortization of premium and discount which are
recognized as adjustments to interest income over the life of the securities using the fevel-yield method.

To the extent management determines a decline in value in a security or mortgage-backed security
held-to-maturity to be other than temporary, the Bank will adjust the carrying value and include such expense
in the consolidated statements of income.

Capital Stock of the Federal Home Loan Bank - Capital stock of the FHLB is carried at cost. Dividends
received on such stock are reflected as other income in the consolidated statements of income.

Loans Receivable Held-for-Sale - Loans receivable held-for-sale consist of loans that management does not
intend to hold until maturity and are reflected at the lower of cost or market. Such loans are generally covered
by investor commitments and sold servicing released. Accordingly, market values for such loans are based on
commitment prices. Gains or losses on loan sales are recognized at the time of sale and are determined by the
difference between net sales proceeds and the principal balance of the loans sold, adjusted for net deferred
loan fees. Loan origination and commitment fees, net of certain direct loan origination costs, are deferred until
the sale of the loan.

Loans Receivable - Loans receivable are stated at the principal amounts outstanding adjusted for premiums,
discounts, deferred loan costs, loans in process and the allowance for loan losses. Premiums and discounts are
amortized and accreted using the level yield method. Interest on loans is accrued based upon the principal
amounts outstanding. The Bank's policy is to discontinue the accrual of interest income on any loan when, in
the opinion of management, there is reasonable doubt as to the timely collectibility of interest or principal.
When a loan is placed on non-accrual status, previously accrued but unpaid interest is reversed against current
income. Subsequent collections of cash may be applied as reductions to the principal balance, interest in
arrears, or recorded as income depending on management's assessment of the ultimate collectibility of the
toan. Non-accrual loans are returned to accrual status when, in the opinion of management, the financial
position of the borrower indicates there is no longer any reasonable doubt as to the timely collectibility of
interest or principal.

Loan origination and commitment fees, net of certain direct loan origination costs, are deferred and amortized
to interest income using the level yield method.

Allowance for Loan Losses ~ The Bank maintains an allowance for loan losses to absorb inherent losses in
the Bank’s loan portfolio. Credit losses are charged and recoveries are credited to the allowance. Provisions for
credit losses are credited to the allowance in an amount necessary to maintain an appropriate allowance given
risks identified in the portfolio. The allowance is based upon quarterly management estimates of expected
losses inherent in the loan portfolio. Management estimates are determined quarterly through a method of
quantifying certain risks in the portfolio that are affected primarily by changes in the nature and volume of
the portfolio combined with an analysis of past-due and classified loans, but can also be affected by the
following factors: changes in lending policies and procedures, including underwriting standards and collection,
charge-off and recovery practices, changes in national and local economic conditions and developments, and
changes in the experience, ability, and depth of lending management staff.

The following assessments are performed quarterly in accordance with the Bank's allowance for loan
losses methodology:

Homogeneous residential mortgage loans are given one of five standard risk ratings at the time of origination.
The risk ratings are assigned through the use of a credit scoring mode!, which assesses credit risk determinants
from the borrower's credit history, the loan-to-value, the affordability ratios or other personal history.




Five-year historical loss rates and industry data for each credit rating is used to determine the appropriate
allocation percentage for each loan grade. Commercial real estate, consumer and home equity loans are
assigned standard risk weightings that determine the allocation percentage.

When commercizl real estate loans are over 30 days delinquent or residential, consumer and home equity loans
are over 90 days past due, they are evaluated individually for impairment. Additionally, loans that demonstrate
credit weaknesses that may impact the borrower's ability to repay or the value of the collateral are also
reviewed individually for impairment. The Company considers a loan to be impaired when management believes
it will be unable to collect all principal and interest due according to the contractual terms of the loan. If a
loan is impaired, the Company records a loss valuation equal to the excess of the loan's carrying value over the
present value of estimated future cash flows or the fair value of collateral if the loan is collateral dependent.

The allowance for loan losses includes an unallocated allowance to provide for conditions that cannot be
directly measured in the Company's methodology. This unallocated allowance provides for the Company's
exposure to inherent but undetected losses in the portfolio.

The Company's methodology includes factors that allow the Company to adjust its estimates of losses based
on the most recent information available. Historic loss rates used to determine allowance provisions are
adjusted to reflect the impact of current conditions, including actual collection and charge-off experience.

Premises and Equipment - Premises and equipment are stated at cost, less accumulated depreciation.
Depreciation charged to operations is primarily computed utilizing the straight-line method over the estimated
useful lives of the related assets. Estimated lives range from 3 to 40 years for buildings and improvements and
5 to 10 years for furniture and equipment. Maintenance repairs are charged to expense. Major renewals and
improvements are capitalized. Gains and losses on dispositions are credited or charged to earnings as incurred.

Income Taxes - Deferred income taxes are determined using an asset or liability approach that requires the
recognition of deferred tax assets or liabilities based upon temporary differences in the tax basis of an asset
or liability and its related financial statement balance. The deferred tax asset or liability is calculated using the
enacted tax rates expected to apply in the period in which the deferred asset or liability is expected to be
settled or realized.

Revenue Recognition - Interest income, checking account transaction fees, insurance commissions,
automated teller and debit card transaction fees, and other ancillary income related to the Bank's deposits and
lending activities are accrued as earned.

Reclassifications - Certain amounts included in the 2000 and 2001 consolidated financial statements have
been reclassified to conform to the 2002 presentation.
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2. SECURITIES AVAILABLE-FOR-SALE AND HELD-TO-MATURITY
Securities held to maturity at September 30, 2001 and available for sale at September 30, 2002 and 2001 are
summarized as follows:

September 30, 2001

Gross Gross
Amortized Unrealized Unrealized Market
Held-to-Maturity Cost Gains Losses Value
U.S. Government and Agency
debt obligations $ 1737109 $ 4447 $ - $ 1,741,556
Weighted average rate at end
of period 4.65 %
September 30, 2002
Gross Gross
Amortized Unrealized Unrealized Market
Available-for-Sale Cost Gains Losses Value
U.S. Government and Agency
debt obligations $ 2,712,755 $201223 § - $2913978
Equity securities 1,724,771 237759 - 1,962,530
Total $ 4437526 $ 438,982 $ - $ 4,876,508

Weighted average rate at end

of period 6.68 %
September 30, 2001
Gross Gross
Amortized Unrealized Unrealized Market
Available-for-Sale Cost Gains Losses Value
U.S. Government and Agency

debt obligations $ 2,693,166 $ 205,053 $ - $2,898,219
Equity securities 1,297,656 42,034 (12,800) 1,326,890
Total $ 3,990,822 $ 247087 $ (12,800) $ 4,225,109

Weighted average rate at end
of period 6.68 %




There were no sales of available-for-sale securities during 2002. Proceeds from sales of available-for-sale securities
for 2001 were $1.7 million. Realized gains from sales in 2001 were $441,000.

The amortized cost and market values of available-for-sale debt investment securities at September 30, 2002, by
contractual maturity, are shown below.

Available-for-Sale

Estimated

Amortized Market

Term to Maturity Cost Vaiue
One year or less $ 747282 $ 774270
One vyear through five years 1,965,473 2,139,708
Total $ 2,712,755 $ 2913978

MORTGAGE-BACKED SECURITIES
Mortgage-backed securities held to maturity and available-for-sale at September 30, 2002 and 2001 are
summarized as follows:

2002
Gross Gross
Amortized Unrealized Unrealized Market
Held-to-Maturity Cost Gains Losses Value
Mortgage-backed securities $ 1591722 ) 152,624 $ - $ 1,744,346
Collateralized mortgage obligations 203,294 2,654 - 205,948
Total $ 1,795,016 $ 155,278 $ - $ 1,950,294
Weighted average rate at end
of period 8.16 %
2001
Gross Gross
Amortized Unrealized Unrealized Market
Held-to-Maturity Cost Gains Losses Value
Mortgage-backed securities $ 2156419 $ 182775 % - $ 2,339,194
Collateralized mortgage obligations 360,747 3,702 81 364,368
Total $ 2517166 $ 186477 $ 81  $2,703,562

Weighted average rate at end
of period 8.26 %




2002

Gross Gross
Amortized Unrealized Unrealized Market
Available-for-Sale Cost Gains Losses Value
Mortgage-backed securities $ 5,400,294 $ 286262 § - $ 5,686,556
Weighted average rate at end
of period 6.91 %
2001
Grass Gross
Amortized Unrealized Unrealized Market
Available-for-Sale Cost Gains Losses Value
Mortgage-backed securities $ 8,479,309 $ 308249 % - § 8,787558

Weighted average rate at end
of period 6.93 %

There were no sales of available-for-sale mortgage-backed securities during 2002. Proceeds from sales of
available-for-sale mortgage-backed securities for 2001 were $8.7 million. Realized gains from sales in
2001 were $99,200.

The amortized cost and estimated market value of held to maturity and available-for-sale mortgage-
backed securities at September 30, 2002, by contractual maturity, are shown below.

Held-to-Maturity Available~for-Sale
Estimated Estimated
Amortized Market Amortized Market
Term to Maturity Cost Value Cost Value
One year or less $ 144 $ 144 $ - $ _
One year through five years 9,785 10,276 - -
Five years through ten years 186,062 203,844 1111,604 1161,282
Ten years or more 1,599,025 1,736,030 4,288,690 4,525,274
Total $ 1795,016 $ 1,950,294 $5,400,294 $5,686,556

Actual maturities of mortgage-backed securities may differ from scheduled maturities depending on the repayment
characteristics and experience of the underlying financial instruments, on which borrowers have the right to call or
prepay certain obligations sometimes without penalties.




LOANS RECEIVABLE

Loans receivable at September 30, 2002 and 2001 are summarized as follows:

2002 2001
Loans secured by residential real estate:
Conventional $ 159,852,664 $ 157071,226
FHA/VA 4,947322 5,747764
164,799,986 162,818,990
Commercial real estate loans 8,559,320 1,408,764
NOW overdrafts 155,884 180,599
Home equity lines 55,409,772 28,585,637
Consumer loans 7622979 13,884,405
236,547941 206,878,395
Less:
Deferred loan costs {878,994) (657908)
Loans-in-process 7292,800 1,577172
Allowance for loan losses 2,653,004 1,844,214
Total $ 227581131 $ 204114915
Weighted average rate at end of period 6.75 % 7.63 %

The adjustable rate loans have interest rate adjustment limitations and are generally indexed to the one-year
Constant Maturity U.S. Treasury rate. Future market factors may affect the correlation of the interest rate
adjustment with the rates the Bank pays on the short-term deposits that have been primarily utilized to fund
these loans.

The Bank is subject to numerous lending related regulations. Under federal law and regulations, the Bank may
not make real estate loans to one borrower in excess of the greater of 15% of its unimpaired capital and
surplus or $500,000, whichever is greater. As of September 30, 2002, the Bank was in compliance with

this limitation.

The Bank has granted loans to officers and directors. Such loans were made in the ordinary course of business
on substantially the same terms and conditions, including interest rates and collateral, as those prevailing at
the same time for comparable transactions with other customers and did not, in the opinion of management,
involve more than normal credit risk.

Changes in loans to officers and directors for the years ended September 30, 2002 and 2001 are summarized
as follows:

Balance, September 30, 2000 $ 65751
Additions 45,039
Repayments and reclassifications (65,751)
Balance, September 30, 2001 45,039
Additions 275,910
Repayments and reclassifications (165,699)
Balance, September 30, 2002 $ 155,250




Home equity lines of credit to officers and directors totaled $413,900 of which $155,250 had been used
as of September 30, 2002.

At September 30, 2002, 2001 and 2000, the Bank was servicing loans for others amounting to
approximately $434,000, $863,000, and $1.7 million, respectively. Servicing loans for others generally
consists of collecting mortgage payments, maintaining escrow accounts, disbursing payments to investors
and foreclosure processing. Loan servicing income is recorded on the accrual basis and includes servicing
fees from investors and certain charges collected from borrowers. In connection with these loans serviced
for others, the Bank held borrowers’ escrow balances of $20,000, $33,000, and $43,000 at September 30,
2002, 2001 and 2000, respectively.

The Bank originates certain loans for resale to correspondent lenders. These sales include recourse
provisions that require the Bank to repurchase the loans upon certain events of default, generally
documentation deficiencies, for periods up to one year from the date of the loan sale. The Bank has not
historically incurred losses as a result of such loans, nor are any losses anticipated; however actual losses
incurred by the Bank in the future due to these recourse provisions may vary from the Bank's estimate due
to a number of factors beyond the Bank's control. During 2002, 2001 and 2000, the Bank sold whole loans
to correspondent lenders totaling $701.0 million, $397.2 million and $1481 million, respectively. The Bank
also originates loans for resale to the MHDC. A change in the MHDC rules no longer permits servicing to
be retained and all loans are sold at pre-determined prices. No loans were sold to MHDC in 2002, 2001 or
2000 from the Bank's portfolio.

ALLOWANCE FOR LOAN LOSSES
The foliowing table represents activity in the allowance for loan losses for the years ended
September 30, 2002, 2001 and 2000 follows:

2002 2001 2000
Balance, beginning of year $ 1,844,214 $1,365,776 $ 985,773
Provision charged to expense 1,011,180 752,297 499,399
Charge-offs (319,802) (274,850) {133,545)
Recoveries 17412 991 14149
Balance, end of year $ 2,553,004 $1,844,214 $ 1,365,776

Troubled debt restructurings were $11,000, $222,000 and $158,000 at September 30, 2002, 2001 and
2000, respectively. Non-accrual loans totaled approximately $380,000, $276,000 and $413,000 at
September 30, 2002, 2001 and 2000, respectively. Interest income recognized on noen-accrual loans was
$18444, $18,814 and $13,666, respectively. The difference between interest that would have been
recognized under the original terms of non-accrual and renegotiated loans and interest actually recognized
on such loans was $33482, $29,933 and $33,303, respectively.

REAL ESTATE ACQUIRED IN SETTLEMENT OF LOANS
The Company had no real estate acquired in settlement of loans at September 30, 2002 and 2001.

Activity in the allowance for losses on real estate owned for the years ended September 30, 2001 and
2000 is summarized as follows. There was no activity in the allowance for losses on real estate for the
year ended September 30, 2002:

2001 2000
Balance, beginning of year $ 2,108 $ 17161
Provision charged to expense {2,108) 4,679
Charge-offs - (19,732)
Balance, end of year $ - $ 2108




7. PREMISES AND EQUIPMENT

Premises and equipment at September 30, 2002 and 2001 are summarized as follows:
2002 2001
Land $ 1705234 $ 1,012,879
Office buildings and improvements 4707114 3410)02
Furniture and equipment 3,631,601 2,681,662
9,943,949 7104,643
Less accumulated depreciation (3,980,449) (3.423,833)
Total $ 5,963,500 $ 3,680,810

Certain facilities of the Bank are leased under various operating leases. Amounts paid for rent expense (net of
rental income) for the fiscal years ending September 30, 2002, 2001 and 2000 were approximately $122,000,
$147000, and $229,000, respectively. Future minimum rental commitments under non-cancelable leases are

as follows:
Years ended September 30, Amount
2003 159,658
2004 134,773
2005 90,357
2006 90,357
2007 90,357
Thereafter -
Total $ 565,502
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8. DEPOSITS
Deposits at September 30, 2002 and 2001 are summarized as follows:

Transaction accounts:
Neninterest-bearing checking
Interest-bearing checking
Money market

Total transaction accounts
Passbook savings accounts

Certificates of deposit:
1.00% to 1.99%
2.00% to 2.99%
3.00% to 3.99%
4.00% to 4.99%
5.00% to 5.99%
6.00% to 6.99%
7.00% to 7.99%

Total certificates of deposit

Total

2002 2001
Weighted Weighted
Average Average
Interest [nterest
Amount Rate Amount Rate
$ 573589 -0% $ 4,770,352 -%
21,591,021 0.29 17642,516 0.79
41,897834 1.84 41172,358 3.32
69,224,749 1.20 63,585,226 2.37
27538,954 1.00 24,836,013 149
35,740,733 1.55 - -
30178,072 2.34 5,000 2.96
13,077,294 3.65 36,615,268 3.50
15,498,072 457 29,543,646 444
6,028,234 548 20,729,038 5.59
3,840,865 643 9,854,872 6.42
142,823 700 4,541,322 7.07
104,506,093 2.90 101,289,146 4.64
2.06% $ 189,710,385 347%

$ 201,269,796

The aggregate amount of certificates of deposit with a minimum principa! amount of $100,000 was
$28.7 miltion and $12.3 million at September 30, 2002 and 2001, respectively.

At September 30, 2002, the scheduled maturities of certificates of deposit were as follows:

Mature within fiscal year:

2003
2004
2005
2006
2007
Thereafter

Total

Amount

$ 78,048,071
11,332426
7.374,568
1,098,951
6,606,293
45,784

$ 104,506,093

Weighted
Average
Rate

2.55%
3.49
3.94
4.28
4.76
519

2.90%

A summary of interest expense on deposits for the years ended September 30, 2002, 2001 and

2000 follows:

Transaction accounts

Savings and certificates of deposit accounts

2002 2001 2000

$ 864,820 $ 1431,215 $ 827510
3,654,741 5,961,287 5,710,826
$ 4,519,561 $ 7,392,502 $ 6,538,336
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ADVANCES FROM FEDERAL HOME LOAN BANK
Advances from the FHLB at September 30, 2002 and 2001 are summarized as follows:

2002 2001

Weighted Weighted

Average Average

Maturing Within Fiscal Year Interest Interest

Ending September 30, Amount Rate Amount Rate
2002 $ - 0.00% $ 15,200,000 6.49%

2003 80,300,000 2.58 10,300,000 .39

2004 3,000,000 709 3,000,000 709

2005 7,000,000 5.29 2,000,000 748

2009 (callable in 2004) 10,000,000 5.92 10,000,000 592

2010 (callable in 2003) 4,500,000 6.21 4,500,000 6.21

2011 (callable in 2003) 10,000,000 4.51 10,000,000 4.51

2012 (callable in 2003) 2,000,000 2.23 - -
$ 116,800,000 3.44% $ 55,000,000 6.05%

The Bank has the ability to borrow funds from the FHLB equal to 40% of the Bank’s total assets
under a blanket agreement which assigns all investments in FHLB stock as well as qualifying first
mortgage loans as collateral to secure the amounts borrowed. At September 30, 2002, the Bank had
approximately $30.2 million in borrowing capacity available to it under the above mentioned

borrowing arrangement.

INCOME TAXES

Income tax expense for the years ended September 30, 2002, 2001 and 2000 is summarized

as follows:
2002 2001 2000
Current
Federal $ 2284387 $ 1867292 $ 1199914
State 303,577 151,827 134,557
Deferred (170,170) (252,673) (175,07)
Total $ 2417794 $ 1,766,446 $ 1,159,364




Income tax expense for the years ended September 30, 2002, 2001 and 2000 differs from that computed at
the federal statutory rate of 34 percent as follows:

2002 2001 2000
Amount % Amount % Amount %

Tax at statutory federal

income tax rate $ 2,245,305 34.0% $ 1,670,336 34.0% $ 777174 34.0%
Increase (decrease)

resulting from:

ESOP adjustment 26,246 04 78,671 1.6 308,167 13.5

State taxes, net of

federal benefit 220,952 3.3 107011 2.2 95,721 4.2

Other (74,709) 0. (89,572) (1.8) (21,698) (1.0)
Total $ 2417794 36.6% $ 1,766446 36.0% $ 1159,364 50.7%

The components of deferred tax assets and liabilities, which are included in other assets in the consolidated
balance sheets, at September 30, 2002 and 2001, are as follows:

2002 2001

Deferred tax assets:
Allowance for loan losses $ 686,630 $ 581,263
Premises and equipment 145,774 255,792
Management Recognition and Development Plan stock awards 128,520 135,031
Supplemental retirement plan 80,844 91,877
Other 266,840 109435
Total deferred tax assets 1,308,608 1173,398

- Deferred tax liabilities:

FHLB stock dividends 136,194 144,587
Unrealized gains on securities available-for-sale 275,594 200,739
Total deferred tax liabilities 411,788 345,326
Net deferred tax assets $ 896,820 $ 828,072

11. STOCKHOLDERS' EQUITY

During fiscal 2002, the Company paid quarterly cash dividends on common stock of $0.09 per share on
October 21, 2002 and July 22, 2002 and $0.075 per share on April 23, 2002 and January 22, 2002.

During fiscal 2001, the Company paid quarterly cash dividends on common stock of $0.075 per share on
October 24, 2001 and July 19, 2001 and $0.065 per share on April 23, 2001 and January 23, 2001,

During fiscal 2002, the Company repurchased shares of its own stock with a total value of $3.2 million at the
time of repurchases. The Company has repurchased a total of 1462,747 shares of its own stock with a total
value of $18.0 million since becoming a public company in December 1998.

12. OTHER NON-INTEREST INCOME
Ir fiscal 2002, the Bank recorded $295,000 in non-cash gains from the increased cash surrender value on the
Company's Bank Owned Life Insurance policy and $183,000 in other income from a correspondent banking
relationship. In fiscal 2001, the Bank recognized gains of approximately $540,000 on sales of securities, There
were no significant other income items in fiscal 2002 and 2001.




13. REGULATORY CAPITAL REQUIREMENTS
The Bank is subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory - and possibly additional
discretionary - actions by regulators that, if undertaken, could have a direct material effect on the Bank's
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Bank must meet specific capital guidelines that involve guantitative measures of the Bank's assets,
liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The Bank's
capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.

Quantitative measures that have been established by regulation to ensure capital adequacy require the Bank to
maintain minimum capital amounts and ratios (set forth in the table below). The Bank's primary regulatory
agency, the OTS, requires that the Bank maintain minimum ratios of tangible capital (as defined in the
regulations) of 1.5%, core capital (as defined) of 3% and total risk-based capital (as defined) of 8%. The Bank
is also subject to prompt corrective action capital requirement regulations set forth by the OTS. The 0TS
requires the Bank to maintain minimum of total and Tier | capital (as defined in the regulations) to risk-
weighted assets (as defined), and of Tier | capital to average assets (as defined). Management believes, as of
September 30, 2002, that the Bank meets all capital adequacy requirements to which it is subject.

As of September 30, 2002 and 2001, the most recent notification from the OTS categorized the Bank as "well
capitalized" under the regulatory framework for prompt corrective action. To be categorized as "well
capitalized" the Bank must maintain minimum total risk-based, Tier | risk-based, Tier | leverage ratios as set
forth in the table. There are no conditions or events since that notification that management believes have
changed the Bank's category.

To be Categorized as
"Well Capitalized”
Under Prompt

For Capital Corrective Action
Actual Adequacy Purposes Provisions

(Dollars in thousands) Amount  Ratio Amount Ratio Amount  Ratio
As of September 30, 2002:

Tangible capital {to total assets) $26,686 728% $ 5495 1.50% N/A N/A
Total risk-based capital {to risk-

weighted assets) 29197 12.63% 18,490 8.00% $ 23113 10.00%
Tier | risk-based capital (to risk-

weighted assets) 26,686  11.55% N/A N/A 13,868 6.00%
Tier | leverage capital {to average

assets) 26,686 7.28% N/A N/A 18,317 5.00%
As of September 30, 20071

Tangible capital (to total assets) $ 27117 950% $ 4,282 1.50% N/A N/A
Total risk-based capital (to risk-

weighted assets) 28,891 12.78% 18,080 8.00% $22,600 10.00%
Tier | risk-based capital (to risk-

weighted assets) 27117 12.00% N/A N/A 13,560 6.00%
Tier | leverage capital (to average

assets) 27117 9.71% N/A N/A 13,963 5.00%
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A reconciliation at September 30, 2002 of the Bank's stockholders' equity and regulatory risk-based capital
follows (dollars in thousands):

Stockholders' equity ‘ $ 26,972
Less: Unrealized gains on available-for-sale securities (286)
Tangible capital 26,686
General valuation allowances 25N
Regulatory risk-based capital $ 29,197

The Bank is prohibited from paying cash dividends if the effect thereof would be to reduce the regulatory
capital of the Bank below the amount required for the liquidation account that the Bank established in
connection with the consummation of the Reorganization on December 2, 1998.

EMPLOYEE BENEFITS

On January 21, 2000, shareholders approved a Management Recognition and Development Plan ("MRDP") under
which the Company may award up to 116,380 shares of restricted stock. The restricted stock awards vest over
a five year period. As of September 30, 2002, 45,907 shares awarded under the MRDP had vested, 66,033
shares awarded under the MRDP remained subject to restriction and 4,440 shares were available for grant. All
of the shares were issued from treasury stock on the dates of the grants. The unearned MRDP balance is
reflected in shareholder equity and amortizes to compensation expense over the vesting period. Compensation
expense related to amortization of MRDP was $176,277 $175,463 and $192,006 during the years ended
September 30, 2002, 2001 and 2000, with $18,400 of expense in fiscal 2000 resulting from a similar MRDP plan
adopted on January 18, 1995.

In addition, as a result of the declaration of a special $4.00 per share cash dividend, dividends of approximately
$465,000 were paid on unvested shares included in the Company’s MRDR and were accounted for as
compensation expense for the year ended September 30, 2000. Subsequent to the payment date, unearned
MRDP was reduced with a corresponding adjustment to additional paid-in capital to reflect the proportionate
reduction in the value of the shares held by the plan.

The Bank executed a Supplemental Retirement Benefit agreement for its former chief executive officer. Under
the terms of the agreement, the officer is to receive $2,473 monthly, commencing upon his retirement, for a
total of 15 years. The net present value of these payments is reflected in other liabilities and totaled $209,000
and $223,000 at September 30, 2002 and 2001, respectively, Compensation expense under this agreement
totaled $16,400, $17400 and $18,300 for the years ended September 30, 2002, 2001 and 2000, respectively.

Substantially all full-time salaried employees are included in a trusteed, defined benefit pension plan. The
benefits contemplated by the plan are funded through payments to the Pentegra Group, which operates as a
multi-employer plan. During the years ended September 30, 2002, 2001 and 2000, the Bank was not required to
make any contributions to the plan because it was fully funded and accordingly, no pension expense was
recorded. At September 30, 2002, the Bank had no liability for contributions due and unpaid. On April 17, 2002,
the board of directors elected to terminate the Company's participation in the pension plan. Effective

October 1, 2002, the plan was terminated, eliminating any future liabilities.

The Bank maintains a 401(k) savings plan for eligible employees. In 2002, 2001 and 2000, the Bank matched
50% of each participant's contribution up to a maximum of 4%. The Bank's contributions to this plan were
$90,890, $68,950 and $45,500 for the years ended September 30, 2002, 2001 and 2000, respectively.

The Company maintains employment agreements with two senior executives, one officer has a three-year
agreement and the other has a two-year agreement. Under the agreements, the Bank will pay the executives a
base salary, which may be increased at the discretion of the Board of Directors. Additionally, the agreements
provide for severance payments if employment is terminated following a change in control. These payments
will be equal to 3 and 2 times, respectively, their average annual compensation paid during the five years




immediately preceding the change in control. For future periods, the Company will have only one management
agreement in place, the three-year agreement with the CEO, as the board has elected not to renew similar
contracts with other executives.

During the year ended September 30, 2002, the Company created an Equity Trust Plan (the "Trust") for the
benefit of eight commission-based loan officers. The Trust is a plan designed to recruit and retain top-
performing loan officers, that are instrumental to the Company's success. The Trust allows the recipients to
defer a percentage of commissions earned, which is partially matched by the Company and paid into an
independent trust for the benefit of the loan officers. The assets of the trust are limited to the purchase of
Company shares in the open market. In exchange for the opportunity to defer income, the participants are
required to sign a four year contract prohibiting them from competing against the Company in the Company's
market area. Should the participants voluntarily leave the Company, they will forgo any accrued benefits. At
September 30, 2002, 34,123 shares had been purchased on behalf of the Trust at an average price of $1940.
For purposes of earnings per share, the shares in the Trust are treated as issued and outstanding, thus no
dilution is experienced through the purchase or vesting of shares. Expense related to the Trust is treated as
loan officer commission expense, which is deferred according to SFAS 91. Since the majority of loans
originated are sold on a servicing released basis resulting in mortgage revenues, most of the deferred expense
is realized as a reduction of mortgage revenue.

At September 30, 2002, the Company had 421,602 shares of common stock reserved for issuance under the
Company's stock option plans. At September 30, 2002, the recipients of the awards had 114,181 shares vested
and exercisable at an average exercise price of $9.05. The average exercise price of the ending balance of
421,602 shares was $12.49 at September 30, 2002. Included in this balance were 198,138 options granted in
fiscal 2002 with an average exercise price of $16.62. At September 30, 2002 the Company had 18,089 reserved
but unissued options. Officers and directors exercised 68,568 shares during the year ended September 30, 2002
at an average price of $8.03.

A summary of the status of the Company's stock option plans for the years ended September 30th
is as follows:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price (1)
Outstanding-beginning
of year 308,259 $ 8.81 302,462 $ 8.00 72,996 $ 8.89
Granted 198,138 16.62 64,396 1132 260,175 10.47
Exercised (68,568) 8.03 (39,203) 6.73 (22,239) 701
Forfeited (16,227) 12.05 (19,39¢) 8.10 (8470} 9.98
Qutstanding-end
of year 421,602 $12.49 308,259 $ 8.81 302,462 $ 8.00
Exercisable at end
of year 114181 $ 9.05 109,309 $ 8.32 47372 $ 721
Weighted average fair
value of options
granted during
the year - $ 3.21 - $ 242 - N/A

(1) Effective September 1, 2000, the exercise price of outstanding stock options was reduced 24.2%
as a result of special $4.00 cash distribution to shareholders.

®




The pro forma effects of applying the fair value approach in accordance with SFAS No. 123
Accounting For Stock-Based Compensation, is required for those entities that elect to continue
following the guidance of Accounting Principles Board Gpinion ("APB") No. 25, and is applicable for
awards granted subsequent to October 1, 1995. Consequently, pro forma results are not required for
the shares granted by the Company on January 25, 1995.

The Company applies APB No. 25 in accounting for its stock option plan, under which no
compensation cost has been recognized for stock option awards. Had compensation cost for the
stock option plan been determined in accordance with the fair value accounting method prescribed
under SFAS No0123, the Company's net income and net income per share on a pro forma basis would
have been as presented in the following table.

Year Ended September 30,

2002 2001

Net Income:

As reported $ 486,045 $ 3146,295

Pro forma 4151,943 3,108,199
Basic earnings per share;

As reported 1.56 110

Pro forma 1.54 1.08
Diluted earnings per share:

As reported 147 1.07

Pro forma 146 1.05

For purposes of computing the pro forma effects of stock option grants under the fair value accounting
method, the fair value of each stock option grant was estimated on the date of the grant using the Black-
Scholes option-pricing model. The following assumptions for fiscal 2002 and 2001 were used for the grants:

2002 2001
Risk-free interest rate 3.61% 3.60%
Expected volatility 20.00 % 23.60%
Expected life 5.5 years 5.5 years
Dividend yield 2.25 % 2.63 %

The Bank established a tax-deferred stock bonus plan known as the Employee Stock Ownership Plan (the
"ESOP") for all eligible employees. In connection with the conversion and reorganization on December 2, 1998,
232,760 shares were purchased by the ESOP at $10 a share through an internal loan from the Company. The
shares are allocated on an annual basis to each participant in an amount that is equivalent to the ratio of each
participant's salary to that of the total payroll for each year ended December 31. The unallocated shares are
released to participants on a quarterly basis at a rate of 3,879 shares. In fiscal 2002, the Bank made additional
principal payments on the loan to the Company, which released an additional 16,002 shares. As a result of the
additional payments, the remaining shares are expected to be fully allocated by fiscal 2007 As the shares are
released, compensation expense is recognized equal to the fair value of the shares. The compensation expense
under the plan was approximately $580,000, $283,000 and $1.1 million for the years ended September 30,
2002, 2001 and 2000, respectively. At September 30, 2002 and 2001, the status of the ESOP shares was

as follows:

2002 2001

Alfocated shares 124,618 112,909
Released shares 27639 19,000
Unallocated and unreleased shares 66,490 98,008
Total ESOP shares 218,747 229,917




15. RECONCILIATION OF BASIC EARNINGS PER SHARE TO DILUTED EARNINGS PER SHARE
Basic earnings per share is computed using the weighted average number of common shares outstanding.
The dilutive effect of potential common shares outstanding is included in diluted earnings per share. The
computations of basic and diluted earnings per share are presented in the following table.

Years Ended September 30,

2002 2001 2000
Net income $4186,045 $ 3,146,295 $ 1126440
Weighted average shares outstanding - basic 2,688,108 2,866,290 3,290,833
Effect of dilutive securities:
Employee stock options 154467 88,061 33,513
Weighted average shares outstanding - diluted 2,842,575 2,954,351 3,324,346
Earnings per share:
Basic $ 1.56 $ 110 $ 0.34
Diluted 147 1.07 0.34

16. DECLARATION OF $4.00 PER SHARE SPECIAL CASH DISTRIBUTION
On March 31, 2000, the Board of Directors declared a special cash distribution in the amount of $4.00 per
share. The dividend was paid on September 1, 2000. The portion of the special cash distribution treated as a
return of capital was considered to be a reduction in the cost basis of each share and non-taxable to
shareholders. As a result of the special cash distribution, it was determined that approximately 50% of
dividends paid during the quarter ended December 31, 1999 would be non-taxable to shareholders and
substantially all of the dividends paid from January through September 2000 would be non-taxable.

The total special cash distribution paid on September 1, 2000 amounted to $12.8 million, of which

$853452 was paid to the ESOP and utilized to pay down debt by the ESOP and $465,520 was paid on unvested
MRDP shares. The pay-down of ESOP debt and simultaneous release of additional ESOP shares and the
dividends paid on unvested MRDP shares resulted in additional compensation expense of approximately $14
million for the year ended September 30, 2000.

17. CONTINGENCIES
The Company is a defendant in legal actions arising from normal business activities. Management, after
consultation with general counsel, believes that the resolution of these actions will not have any material
adverse effect on the Company's consolidated financial statements.

18. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CONCENTRATIONS
OF CREDIT RISK
The Bank is a party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers in the way of commitments to extend credit. Commitments to
extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. The Bank evaluates each customer's creditworthiness on a
case-by-case basis.

On October 1, 2000, the Company adopted SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended by SFAS No. 137 and SFAS No. 138. Under SFAS No. 133, rate lock commitments given

to borrowers are considered to be derivatives. The Company hedges the interest rate risk inherent in rate lock
commitments with delivery commitments to sell loans that are considered to be derivatives under SFAS No. 133.
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At September 30, 2002, 2001 and 2000, the Bank had commitments to originate loans of approximately $18.2
million, $114 million and $5.7 million, respectively. Additionally, the Bank had outstanding commitments to lend
to borrowers under unused home equity lines of credit of $68.7 million, $29.4 million and $10.1 million at

September 30, 2002, 2001 and 2000, respectively.

At September 30, 2002, 2001 and 2000, the Bank had commitments to sell loans on a best-efforts basis of
$105.5 million, $48.8 million and $19.7 million, respectively, which includes $37.2 million, $37.8 million and $13.1
million, respectively, recorded in the financial statements as loans held-for-sale. Any unrealized loss on these
commitment cbligations is considered in conjunction with the Bank's lower of cost or market valuation on its

loans receivable held-for-sale.

Substantially all of the Bank's foans are to borrowers located in St. Louis, Missouri and the surrounding counties.

FAIR VALUE OF FINANCIAL INSTRUMENTS
Estimated fair value amounts of financial instruments have been determined by the Company using available
market information and appropriate valuation methodologies. However, considerable judgment is necessarily
required to interpret market data to develop the estimates of fair value. Accordingly, the estimates presented
herein are not necessarily indicative of the amounts the Company could realize in a current market exchange.
The use of different market assumptions and/or estimation methodologiés may have a material effect on the

estimated fair value amounts.

Carrying values and estimated fair values at September 30, 2002 and 2001 are summarized as follows:

ASSETS:
Cash and cash equivalents
Securities - HTM
Securities - AFS
Capital Stock of FHLB
Mortgage-backed securities - HTM
Mortgage-backed securities - AFS
Loans:
Loans receivable held-for-sale
Loans receivable

LIABILITIES:
Deposits

Advances from FHLB
Due to other Banks

Off-balance sheet financial instruments:

Commitments to originate and
purchase first and second mortgage
loans

Commitments to originate
non-mortgage loans

Lines of Credit:

Unused Lines of Credit

2002 2001
Estimated Estimated
Carrying Fair Carrying Fair
Value Value Value Value
$ 11177000 $ 11177000 § 13,048,000 $ 13,048,000
- - 1,737000 1,742,000
4,877,000 4,877,000 4,225,000 4,225,000
5,840,000 5,840,000 3,960,000 3,960,000
1,795,000 1,950,000 2,517000 2,704,000
5,687,000 5,686,000 8,788,000 8,788,000
97174,000 98,946,000 38,087,000 38,776,000
227581000 232,349,000 204,115,000 208,159,000
201,270,000 203,032,000 189,710,000 191,190,000
116,800,000 119,351,000 55,000,000 57182,000
12,549,000 12,549,000 8,477,000 8,477000
2002 2001
Contract Estimated Contract Estimated
or Unrealized or Unrealized
Notional Gain Motional Gain
Amount (Loss) Amount (Loss)
$18,238,000 $ - $ 11428000 $ -
$68,722,000 $ - $29428,000 3 -
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The following methods and assumptions were used to estimate the fair value of the financial instruments:

Cash and Cash Equivalents - The carrying amount approximates fair value.

Securities and Mortgage-backed Securities - Estimated fair values of securities and

mortgage-backed securities are based on quoted market prices and prices obtained from independent pricing
services. If quoted market prices are not available, fair values are estimated using quoted market prices for
similar instruments.

Capital Stock of the Federal Home Loan Bank - The carrying amount approximates fair value.

Loans Receivable Held-for-Sale - The estimated fair value of loans held-for-sale is determined based upon
recent historic sales premiums.

Loans Receivable - The fair value of loans receivable is estimated based on present values using applicable
risk-adjusted spreads to the U. S. Treasury curve to approximate current interest rates applicable to each
category of such financial instruments. No adjustment was made to the interest rates for changes in credit of
performing loans for there are no known credit concerns. Management segregates loans in appropriate risk
categories. Management believes that the risk factor embedded in the interest rates along with the allowance
for loan losses applicable to the performing loan portfolio results in a fair valuation of such ioans.

Deposits - The estimated fair value of demand deposits and savings accounts is the amount payable on demand
at the reporting date. The estimated fair value of fixed-maturity certificates of deposit is estimated by
discounting the future cash flows of existing advances using rates currently available on advances from Federal
Home Loan Bank having similar characteristics.

Advances from Federal Home Loan Bank - The estimated fair value of advances from Federal Home Loan Bank
is determined by discounting the future cash flows of existing advances using rates currently available on
advances from Federal Home Loan Bank having similar characteristics.

Due To Other Banks - The carrying value approximates fair value at the reporting date.

Off-Balance Sheet Items - The estimated fair value of commitments to originate or purchase loans is based
on the fees currently charged to enter into similar agreements and the difference between current levels of
interest rates and the committed rates.

The fair value estimates presented herein are based on pertinent information available to management as of
September 30, 2002 and 2001. Although management is not aware of any factors that would significantly
affect the estimated fair value amounts, such amounts have not been comprehensively revalued for purposes
of these financial statements since that date. Therefore, current estimates of fair value may differ significantly
from the amounts presented herein.

PROSPECTIVE IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In June 2001, the Financial Accounting Standards Board issued SFAS No. 141, Business Combinations, and No.
142, Goodwill and Other Intangible Assets, effective for fiscal years beginning after December 15, 2001. Under
the new rules, goodwill and intangible assets deemed to have indefinite lives will no longer be amortized but
will be subject to annual impairment tests in accordance with the Statements. Other intangible assets will
continue to be amortized over their useful lives. The Company does not believe that the adoption of these
Statements will have a material effect on the Company's consolidated financial statements.




217. COMPREHENSIVE INCOME

The following is a summary of other comprehensive income and the related income tax effects:

For the Year Ended September 30, 2002

Before-Tax Tax Net-of-Tax
Amount Expense Amount

Unrealized gains on available-

for-sale securities $ 226,774 $ 90,987 $ 135,787
Less: reclassification adjustment

for gains realized in net

income 44,065 16,133 27932
Net unrealized gains 182,709 74,854 107,855
Other comprehensive income $ 182,709 $ 74854 $ 107,855

For the Year Ended September 30, 2001

Before-Tax Tax Net-of-Tax
Amount Expense Amount

Unrealized gains on available-

for-sale securities $ 1447097 $ 516,276 $ 930,821
Less: reclassification adjustment

for gains realized in net

income 540,488 192,810 347678
Net unrealized gains 906,609 323,466 583,143
Other comprehensive income $ 906,609 $ 323,466 $ 583,143

®




22. SELECTED QUARTERLY FINANCIAL DATA (UNAUDBITED)

The results of operations by quarter for 2002 and 2001 were as follows:

September 30, 2002

Interest income
Interest expense

Net interest income
Provision for loan losses

Net interest income after
loan loss provision

Non interest income

Non interest expense

Income before taxes
Income taxes

Net income

Earnings per share - basic
Earnings per share - diluted

Weighted average shares
outstanding - basic
Weighted average shares
outstanding - diluted

September 30, 2001

Interest income
Interest expense

Net interest income
Provision for loan losses

Net interest income after
loan loss provision

Non interest income

Non interest expense

Income before taxes
fncome taxes

Net income

Earnings per share - basic
Earnings per share - diluted

Weighted average shares
outstanding - basic
Weighted average shares
outstanding - diluted

First
Quarter

$ 4,763,850
2,304497

2459,353
299,651

2,159,702
2,024,588
2,253,862

1,930,428
746,319

$ 1184109
$ 043
$ 041

2,723,690

2,863,798

$ 5039421
3,003,220

2,036,201
89,664

1,946,537
1,185,065
2,269,118

862484
319,098

$ 543,386
$ 018
$ 018

2,958,288

3,024,264

Second
Quarter

$ 4451493
2,006,900

2,444,593
233197

2,211,396
1,548,500
2,413,320

1,346,576
446,937

$ 899,639
$ 0.33
$ 0.31

2,696,212

2,864,140

$5,052,936
3,009,516

2,043420
190,640

1,852,780
1,517997
2,218,052

1152,725
449,736

$ 702,989
$ 0.24
$ 0.24

2,886,507

2,949440

Third
Quarter

$ 4314167
1,863,760

2450407
258,813

2,191,594
1,633493
2,319,585

1,505,502
548,888

$ 956,614
$ 0.36
$ 0.34
2,660,376

2,830,320

$5,002,201
2,860,617

2,141,584
193,399

1,948,185
1,933,950
2,119,905

1,762,230
676,366

$1,085,864
$ 0.38
$ 0.37

2,826,699

2,928,925

Fourth
Quarter

$ 4,665,884
1,974,672

2,691,212
219,519

2,471,693
2,016,815
2,667175

1,821,333
675,650

$ 145,683
$ 043
$ 041

2,672,029

2,812,377

$ 5,062,372
2,579,108

2,483,264
278,594

2,204,670
1125424
2,194,792

1,135,302
321,246

$ 814,056
$ 0.30
$ 0.28

2,793,675

2,914,392




23. CONDENSED PARENT COMPANY ONLY FINANCIAL STATEMENTS

The following table presents the condensed balance sheets, condensed statements of income and cash flows of

the Company for the years ended September 30, 2002 and 2001

Condensed Balance Sheets

ASSETS:

Cash and cash equivalents

Investment in Bank

Investment and mortgage-backed securities
Intercompany loan

Other assets

TOTAL ASSETS
LIABILITIES:
Dividends payable
Other liabilities

TOTAL LIABILITIES

STOCKHOLDERS' EQUITY

TOTAL LIABILITIES & STOCKHOLDERS' EQUITY

Condensed Statements of Income

INTEREST INCOME

INTEREST EXPENSE

NET INTEREST INCOME

NONINTEREST INCOME

NONINTEREST EXPENSE

Income (loss) before income taxes and equity in earnings of

Bank

INCOME TAX {BENEFIT) PROVISION

Net (loss) income before equity in earnings of Bank

EQUITY IN EARNINGS OF BANK

NET INCOME

2002 2001

$ 200,849 $ 1449,962
26,971,720 27426,331
2,529,745 2,049,168
2,000,000 -
1101,274 300,238
$32,803,588 $31,225,699
$ 247688 $ 214790
1760 3,734
249,448 218,524
32,554,140 31,007175
$32,803,588 $31,225,699
2002 2001

$ 47170 $ 98363
2,647 38,990
44,523 59,373
105,968 473,365
294,171 306,343
(143,680) 226,395
(26.060) 81,222
(117.620) 145173
4,303,665 3,001,122
$ 4186,045 $ 3,146,295




Condensed Statements of Cash Flows 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 4,186,045 $ 3,146,295
Adjustments to reconcile net income to net cash from
operating activities:
Equity in earnings of Bank (4,303,665) (3,001,122)
Net change in other assets and liabilities (851,304) (561451
Realized gain on sale of investments {(44,065) (441,290)
Net cash used in operating activities (1,012,989) (857,568)
CASH FLOWS FROM INVESTING ACTIVITIES:
Dividend upstream from Bank 5,000,000 17,500,000
Intercompany loan (2,000,000) -
Purchases of investments {868,350) (1469453)
Proceeds from maturities of investments 485,300 1,645,512
Principal payments on mortgage-backed securities 158,852 129,972
Net cash provided by investing activities 2,775,802 17,806,031

CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments from other borrowings -

(12,500,000

Payments received from foan to ESOP 315177 197727

Payment from subsidiary related to MRDP shares 176,227 175463

Stock options exercised 550,564 263,654

Treasury stock purchases (3.169,036) (3,834,295)

Dividends paid under common stock (884,858) (809,525)
Net cash used in financing activities (3,011,926) (16,506,976)

NET(DECREASE) INCREASE IN CASH AND (1,249,113) 441487

CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF 1449,962 1,008475

YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 200,849 $ 1449,962
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COMMON STOCK INFORMATION

The common stock of the Company trades on the Nasdaq National Market under the symbol "PULB" There are
approximately 1,600 stockholders of record of the Company, including brokers or other nominees.

The following table sets forth market price and dividend information for the Company's common stock for fiscal
year 2002 and 2001.

Fiscal 2002 High Low Dividend
First Quarter $ 1735 $ 1472 $ .075/per share
Second Quarter $ 2040 $ 15.85 $.075/per share
Third Quarter $ 20.02 $ 18.50 $ .09/per share
Fourth Quarter $ 19.60 $ 1761 $ .09/per share
Fiscal 2001 High Low Dividend
First Quarter $10.25 $ 9a3 $ .065/per share
Second Quarter $10.86 $ 9.56 $ .065/per share
Third Quarter $ 14.30 $ 10.00 $.075/per share
Fourth Quarter $ 15.25 $ 13.81 $ .075/per share

The Company's ability to pay dividends does not currently depend on the Bank's ability to pay dividends to the
Company. Although federal regulations limit distributions by the Bank, the Company currently has enough liquid
assets to provide for several years of cash flow needs barring significant volumes of share repurchases.

The Company is subject to the requirements of Delaware law regarding the payment of dividends. Delaware law
generally limits dividends to an amount equal to the excess of the net assets of the Company (the amount by which
total assets exceed total liabilities) over its statutory capital or, if there is no excess, to its net profits for the
current andfor immediately preceding fiscal year.







PROFILE

Puleski Financlel Corp. & the publidy traded helding company for its fast growing wholly-owned subsidiary
Pulaski Bank. The primery esset of Puleski Finenciel Corp. fs the Bank. Management of the Company end the
Benk zre substentially similar,

Pulask Banlk Is reguleted by the Office of Thrift Supervision and the Federal Deposit Insurance Corporation.
The Benl's deposits are federally insured by the FDIC under the Sevings Asseclation Insurance Fund. The
Bank fs & member of the Federal Home Loen Bank system.

At Sepltember 30, 2002 Pulaski Bank hes grown totel assets to $369 million, tetel deposits to $201 miliion,
and steckiholders, equity to $33 million, or 9 percent of totel assets on o consolidated basls. This is @ very
strong ratio of steddhalders, equity to totel assels.

The Bank fs very much @ community eriented finandlel institution. it provides traditional financlal serviees
within the clty of St. Louls, &s well &s St. Louls, St. Charles, Franklin and Jefferson counties. These covnties
comprise approximetely 2,000,000 people. The Bank operates a loan production office in the Kansas City
metropoliten ares.

The Bank's primary business is attracting deposits from the public and using these and other funds to
originate residentlal mortgege loans for one-to fourfamily residences within the Bank's lending arees.
Additienslly, the Bank originates both consumer loans and home equity lines of eredit.

The Bank Is an approved lender/servicer for the Federal Housing Administration end the Veterans
Administration es well as for the Missourt Housing Development Commission, & government ageney that
provides home buying opportunities for lower income first time home buyers. The Bank also s en approved
seller/servieer for the Government Netions) Mortgage Association.

ANNUAL MEETING

The ennuel meeting of the stockholders
will be held Wednesday, Jenuary 29, 2003
at 2:00 p.m., Central Time,

at The St. Louls Art Museum (reer entronce),
1 Fine Arts Boulevard,

Forest Park,

St. Louls, Missouri.
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